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Introduction 


Accounting is considered language of business specialist in measurement, 
commutating, reporting and providing of various quantitative information to the interested 
parties, such as managements, governments, investors and creditors about a specific entity to 
taking rational economic decisions. 

The objectives of this book are to covers a curriculum for the students of accounting 
departments, and to learn the students on accounting through the main seven subjects: 

Firstly, theoretical framework of accounting, this subject contains three matters an 
introduction to accounting, accounting assumptions, principles and constraints, then the 
accounting as an information system. 

Firstly, the accounting procedures that discuss five subjects: double entry accounting 
system, accounting cycle, subsidiary books, discounts and allowances and returns, at last the 
errors. 

Third, the accounting for fixed assets and depreciation: accounting for fixed assets, 
Non- Fixed assets, accounting for depreciation. Define depreciation. Name different methods 
providing depreciation. Accounting treatment for deprecation. 

Fourth, the current assets: accounting for inventory, accounts receivable, commercial 
papers, securities investments, cash and bank reconciliation. 

Fifth, owner’s equity and current liabilities: Define owner’s equity, capital, and 
creditors .Give examples on paid up capital in different entities. Show the accounting 
treatment and how capital and creditors classified in the balance sheet. 

Sixth, financial statements: Prepare manufacturing account, trading account, profit and 
loss account, and income statement; balance sheet, prepare worksheet and cash flow statement. 

Finally, accounting adjustments: expenditures adjustments, revenues adjustments, 
adjustments in financial statements, capital expenditures and adjustments, management 
expenditures, accrued expenses, and expenses paid in advance, revenues not paid yet and 
revenues received in advance. 


Thus, the contents of this book contains the following main accounting subjects: 
™ Theoretical Framework of Accounting 
™ Accounting Procedures 


™ Accounting for Fixed Assets and Depreciation 


E Current Assets 
™ Owner's Equity and Current Liabilities 
E Financial Statements 


™ Accounting Adjustments 
This text book is also prepared to help the students and readers to understand the 


financial accounting in English language more easily for the following several reasons: 
© Using a simple and understanding language in this book. 
€ Existence a translation in Arabic language for some accounting terms. 


€ Attaching of an appendix, at the end of the book, which contains the accounting, 


financial and economic terms and their definitions. 
* More exercises are solved in the each chapter. 


© Questions and exercises at the end of each chapter and the answers of these questions to 
help the readers on understanding. 

I hope that all the students, professional, and users will easily be find out their interests 

in this book, because it involves many subjects in principles accounting supported by practical 


exercises. 


The Author 
2020 
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CHAPTER 
(1) 
THEORETICAL FRAMEWORK 
OF ACCOUNTING 


dul gh UNI 


Financial accounting is the field (J.4>) of accountancy (dwled) ets) concerned with 
the preparation of financial statements for decision makers, such as managements, employees, 
stockholders, suppliers, banks, government agencies, owners, and other outside parties. 
Financial accountancy is used to prepare accounting information for people outside the 
organization. 

In short, Financial Accounting is the process of summarizing financial data taken from 
an organization's accounting records and publishing in the form of annual reports for the 
benefit of people outside the organization. Financial accountancy is governed by both local 
and international accounting standards. 

1- INTRODUCTION TO ACCOUNTING 
Lael d] Jove 

Business activity is the process of transforming inputs into outputs by addition value. 
An accounting is a system that collects, records, stores, and processes data to produce 
information for decision makers into several firms. The type of a business depends on size of 
activity which is performed by the business .Thus the accounting must be carefully addressed 
because of the tax, managerial, legal and liability impacts that business formation has. 

A- Forms of Business Firms — Jlss VI Slin JÍ 

From Commercial and Legal angles, a business may be organized in many ways. There 

are a number of different forms of Business firms. However, the common forms of organizing 


are: Sole proprietorship, Partnership, Limited Company and corporation. 
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(1) Sole proprietorship 49,4) 8 UZXt 

The business is carried on by single individual. All the profits of the business earn go to 
him. The sole proprietors' liability is unlimited, and he is personally liable for paying of the 
debts. 
(2) A partnership (ola) 45,3 

This firm comprises a minimum of two and a maximum of (20) persons trading 
together as one firm and sharing in the profits. In addition to sharing the profits, each partner 
shares unlimited Liability for all the debts and obligations of the firm and is responsible for the 
Liabilities in the firm of his fellow partners as well as his own. 
(3) A limited company | à3944J aS JI 

A limited company is a Legal entity and is treated by the law like a natural person; it 
must be run according to the rules set out by the company law. Among other provisions, it is 
laid down that financial statement must be prepared and audited every year and be made 
available for inspection on a public register. 
(4) Corporation ^ ác.S Laco Spi 

The Corporation structure consists of the shareholders and the board of directors. The 
shareholders a point the board of directors to manage the company. The capital of a company 
is divided into units of ownership called shares .The shares of a public company are freely 
transferable from one individual to another. 
B- Definition of Accounting & slot cx 5 

The Americans Accounting Association (AAA à So SV Quwlebl dus) defines 
accounting as follows: 

"The process of identifying, measuring and communicating economic information 
to permit informed judgments and decisions by users of the information! 

This definition can present the following notes: 

(1) The definition suggests that accounting is about providing information to its readers. 
Accounting information is economic information, it relates to the financial or 


economic activities of the business or organization. 
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(2) Accounting information needs to be identified and measured. This is done by way of a 
"set of accounts", based on a system of accounting known as double-entry book- 
keeping (¢90}-4] äl clus ). The accounting system identifies and records "accounting 
transactions" (duwlre celsa). 

(3) The "measurement" of accounting information involves making judgments about the 
value of assets owned by a business or liabilities owed (8LZ Ll Le Quo) by a business. It 
is also about accurately measuring how much profit or loss has been made by a 
business in a particular period. 

(4) The definition identifies the need for accounting information to be communicated. The 
way in which this communication is achieved may vary. There are several forms of 
accounting communication (e.g. annual report and accounts, management accounting 
reports) each of which serve a slightly different purpose. Accounting information is 
communicated by using "financial statements". 
> What is the purpose of financial statements? 

There are two main purposes of financial statements: 

(1) To report on the financial position of an entity (e.g. a business, an organization). 

(2) To show how the entity has performed (financially) over a particularly period of time 
(an "accounting period"). 

The most common measurement of "performance'(sIsi) is profit. It is important to 
understand that financial statements can be historical or relate to the future. 
C- Objectives of accounting à lx] Blasi 

Accounting is the process of recording, summarizing, analyzing, and interpreting 
financial (money related) activities to permit individuals and organizations to make informed 
judgments and decisions. By law all businesses must keep accounting records. Decisions are 
based on accounting information for profit and non-profit companies' alike. 
€ Objectives of organizations GlAxb! Glasi 

Most organizations are externally accountable (ojll 4J9$..4U 45,6) in some way for 
their actions and activities. They will produce reports on their activities that will reflect their 


objectives and the people to whom they are accountable. 
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The table below provides examples of different types of organizations and how 


accountability is linked to their differing organizational objectives: 


Table (1-1) : organizations and their objectives 




















Organizations Objectives 
No. ) Accountable to (examples) 
(okiti) (Slay) 
Private or Public -Shareholders 
> Making of profit. 
companies -Other stakeholders 
1 » "M 1 > Creation of wealth. g 
dole gl dole GIS i (e.g. employees, customers, suppliers) 
Charities 
> Achievement of charitable aims. -Charity commissioners 
OU 
"A > Maximize spending on activities. - Donors 
2 bss 
Local Authorities > Provision of local services. -Local electorate 
3 Ado CaL. » Optimal allocation of spending budget. -Government departments 
Public services > Provision of public service (often 
-Government ministers 
dole Glos required by law). 
- Consumers 
4 (e.g. transport, health) > High quality and reliability of services. 
Quasi- governmental > Regulation or instigation of some public 
-Government ministers 
agencies action. 
4 y - Consumers 
5 ees det VIS > Coordination of public sector investments. 




















All of the above organizations have significant roles to play in society and have 


multiple stockholders to whom they are accountable. All require systems of financial 
management to enable them to produce accounting information. 
€ Purposes of accounting às yale] 
How accounting information helps businesses to be accountable. As it's showed in the 
definition, accounting is essentially an "information process" that serves several purposes: 
(1) Providing a record of assets owned, amounts owed to others and monies invested. 
(2) Providing reports showing the financial position of an organization and the 
profitability of its operations. 
(3) Helps management actually manage the organization. 
(4) Provides a way of measuring an organization’s effectiveness. 


(5) Helps stockholders monitor an organizations activities and performance 


(6) Enables potential investors or funders to evaluate an organization and make decisions. 
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D- Kinds of Accounting Information duwlob! Sh gleb] gli 
There are two broad types of accounting information: 
(1) Financial Accounts (JL Gblis) : aimed more at external users of accounting 
information . 
(2) Management Accounts (4.)lo! bU 2): aimed more at internal users of accounting 
information. 
Although there is a difference in the type of information presented in financial and 
management accounts, the underlying objective is the same to satisfy the information needs of 
the user. These needs can be described in terms of the following overall information objectives: 


Table (1-2): Descriptions of Terms 




















No Terms Descriptions 
Collection Collection in money terms of information relating to transactions that have 
i das resulted from business operations. 
Recording and Classifying Recording and classifying data into a permanent and logical form. This is 
: Batis Jas usually referred to as "Book-keeping". 
Summarizing Summarizing data to produce statements and reports that will be useful to 
3 uas the various users of accounting information, both external and internal 
Interpreting and Communicating | Interpreting and communicating the performance of the business to the 
4 JUas]9 yud management and its owners. 
Forecasting and planning for future operation of the business by providing 
Forecasting and Planning 
5 management with evaluations of the viability of proposed operations. The 


Jadasós sg 
j ` key forecasting and planning tool is the "Budget" djlg0 

















The process by which accounting information is collected, reported, interpreted and 
auctioned (31555 £L) is called "Financial Management". Taking a commercial business as the 
most common organizational structure, the key objectives of financial management would be 
to: 

(1) Create wealth for the business. 

(2) Generate cash. 

(3) Provide an adequate return on investment bearing in mind the risks that the business is 
taking and the resources invested. 

In preparing accounting information, care should be taken to ensure that the 


information presents an accurate and true view of the business performance and position. 
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For financial accounts, the regulation or control of what kind of information is 
prepared and presented goes much further. The international companies are required to 
comply with a wide range of Accounting Standards which define the way in which business 
transactions are disclosed and reported. These are applied by businesses through their 


Accounting Policies. 


€ The main financial accounting statements 


The purpose of financial accounting statements is mainly to show the financial position 
of a business at a particular point in time and to show how that business has performed over a 
specific period. 

The three main financial accounting statements that help achieve this aim are: 

(1) The profit and loss account for the reporting period. 
(2) A balance sheet for the business at the end of the reporting period. 
(3) A cash flow statement for the reporting period. 

A balance sheet shows at a particular point in time what resources are owned by a 
business "assets" and what it owes to other parties "liabilities". It also shows how much has 
been invested in the business and what the sources of that investment finance were. 
€ What is the profit? 

Profit is the amount by which sales revenue (also known as "income") exceeds 
"expenses" (or "costs") for the period being measured. 
€ How companies report to their shareholders? 

Companies usually publish annual financial statements for their shareholders. 

The financial statements you are going to study consist of: 

E The profit and loss (P&L) account ( 5L. 2Jlo eb Jl cL»): an analysis of revenue and 
expenses of a business for the year just ended. 

E The balance sheet (olz): a statement showing the assets, liabilities and capital of a 
business. 

= The cash flow statement (54.3! (334:J] 4683) relating to the year just ended: a statement 
showing how cash is generated and how it has been spent by the business. 


The contents of each of these financial statements will be presented further in Chapter 


of financial statements in this book. 
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E- Functions of accounting wlad Ail 9 
It is generally accepted that accounting should serve the following functions: 
(1) Recording (Jezus): accounting systems supply a means of recording and classifying 
data so as to enable the production of summarized financial statements relating to the 
entity's results and current state of affairs. 
(2) Measuring (413): accounting tries to assist in the measurement of the economic 
results of the entity's activities, usually with a view to sharing out the results among the 
various interested parties: for example, government (taxes) employees (wages), 
shareholders (dividends). 
(3) Stewardship (4J853J] à&455): accounting provides a record of how the funds entrusted to 
managers have been used by them, and to what ends. 
(4) Monitoring, planning and control (458, < hahss « 44793): accounting should provide 
sufficient information on the results of past activities to enable management to monitor 
the results, and take action if necessary, and to formulate plans for the future. 
(5) Information for decisions (Slypi SGY L5): accounting should assist investors, for 
example in deciding how to allocate their limited resources. 
(6) Communication (JUe5l): accounting should communicate information to both internal 
and external users. (Financial statements are the main tools used to achieve this 
function for external users.) 
F- Fields of Accounting Activities äwlabl dais Jgä> 

Accountants perform many diverse services and are engaged in various types of 
employment. There are three major fields of accounting activity: private accounting, public 
accounting, and governmental accounting. Since each of these may comprise many aspects of 
accounting activity, it is possible to give only a broad description for each type of accounting 
employment. 
€ Private accounting doled) à utt 

Private accounting is employed and used by the manufacturers, 


wholesalers, retailers, and service firms. Depending on the complexity and 
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size of the business, the private accountant's duties may vary from routine reporting to the 
design and installation of electronic accounting systems. However, the major objective of the 
private accountant usually is to assist management in planning and controlling the firm's 
operations. 

€ Public accounting &olsJl à utt 

The field of public accounting is composed of firms that render independent, expert 
reports on financial statements of business enterprises. Public accounting firms also perform a 
wide variety of accounting and managerial services, acting as consultants to their clients. 
€ Governmental Accounting degKoul iwlab! 

A subdivision of accounting practice relating primarily to accounting for federal, state, 
and local governmental units agencies. The services performed by this field of accounting 
parallel those of private and public accounting and many cover the entire spectrum (JU) of 
financial and managerial accounting. Management provides accounting information to help 
managers make decisions to manage the business. 

Table (1-3): Theory framework of accounting 
dulat 6,4! YI 


(1) Objectives 





Providing of informatione Uglzll ej A3 





1. Useful to investment and credit decisions. 
2. Useful to estimation of future cash flows. 


3. Useful to determine of firm's resources and its changes. 





(2) Items pols (3) Characteristics of information Glogleb! yailas 





m Assets 1. Fundamental characteristics 


=  [iabilities a. relevance 
b. reliabilit 
Owner's equity y 
" objectivit 
Owner's investments J y 
a 


neutralit 
Owner’s dividends y 








2. Secondary characteristics 
"  Compressive income. 
a. comparability 
m Revenues i 
b. consistency 
" Expenses 
" Gains 
(4) Assumptions,25 >)! (5) Principlesis3Utl (6) Constraints 3a! 
1. Accounting entity 1. Historical cost 1. Consistency 
2. Going - concern 2. Revenue recognition 2. Costand benefit 
3. Measurement unit 3. Matching 3. Materiality 
4. Periodicity 4. Objectivity 4. Industry practices 
5. Double Entry 5. Full disclosure 5. Conservatism 
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3-ACCOUNTING ASSUMPTIONS, PRINCIPLES AND CONSTRAINTS 
dulak Glotobls golble yas JI 
The theoretical foundation developed over the years by such organizations as the 
(AICPA)( KR NA Os S LÀ] guwak ago) and the Americans Accounting Association (AAA) 
includes fundamental underlying assumptions which allow for certain basic premises( Skuis 
d.wlul) as well as the Generally Accepted Accounting Principles (GAAP) à Jg.àLl äuwlabl toll 
kle Jy which provide a framework for professional judgment. 
The theoretical structure of financial reporting is described graphically in following 
Figure. 
Figure (1-1) 


Theoretical structure 


Accounting Objectives Fundamental Accounting 
Underlying Assumptions 


Terminology Definitions 
Generally Accepted Accounting Principles 


Consistency 
Materiality 
Conservatism 
Cost & Benefit 










Historical Cost 
Revenue 
Recognition 
Matching 
Objectivity 
Full Disclosure 


Accounting Procedures 
Financial Reports 
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The process of recording, classifying and summarizing the day-to-day activities of the 
business firm requires considerable judgment on the accountant's part. Since so much reliance 
is placed on financial reports, it is imperative (¢)9 2 «I})]) that the accounting system be 
designed to generate information that will meet the needs of users, both internal (the board of 
directors, corporation officers, employee groups) and external (investors and creditors). 

A- Fundamental Assumptions & LI gal 
Some of the broad theoretical concepts on which the GAAP are based include: 
(1) Separate entity doo} åJ Saul 

Revenues, costs and expenses apply to the business entity rather than its owners. The 
accounting system is concerned primarily with three types of entities: the proprietorship, the 
partnership and the corporation. 

(2) Going-concern — à jl yoYI 

The accountant assumes, in preparing the records or financial statements of any 
business, that the firm will continue in existence for the foreseeable future (55/5:Ll Lil). 
(3) Money Measuring Unit saul whi! 835 

It is assumed that the Dinar, or any currency in the world, is the best measuring unit of 
business transactions. Thus, only those transactions terms of money are measured and 
recorded. 

(4) Time Period dro dru 

So that accounting data can serve the decision-making process, it is necessary that it be 
provided on a systematic basis of time intervals. Comparison of reported results from one 
period to the next is useful in determining performance patterns. 

(5) Double-entry system gg% 4A plas 

The standard accounting model for accumulating data in a business entity consists of 
the double-entry system based on the fundamental accounting equation. As the name implies, 
the entry made for each transaction is composed of two parts: one or more debits and one or 


more credits. 
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B- Accounting Principles a lox CINA 
(1) Historical Cost disu slo) àAJSJI 

The properties and assets acquired by an enterprise, as well as the expenses incurred by 
it, are generally recorded at cost (the cash or equivalent exchanged). 
(2) Revenue Recognition lp gaod 

Revenues are realized when the market value of outputs can be determined and 
supported and the transaction is essentially complete. 

Example: The timing of revenue recognition varies according to the type of 
transaction. In the case of merchandise sales, revenues are realized at the point of sales, when 
goods are delivered and title has passed. 

(3) Matching aL tl 

In determining net income, it is necessary to match related costs and expenses to 
revenues for the reporting period. The cost of the product sold and all expenses incurred in 
generating the sale should be matched against the respective revenues. 

(4) Objectivity 4s gògbl 

The financial statements generated by a business entity's books must be supported by 
evidence (“L3! UJ»). When business documents showing the details of a completed 
transaction do not or cannot exist, estimates based on informed judgments which can be 
verified are included. 

Example: Company Babel purchased an electronic typewriter for IQD 400000. Based 
upon their experience with similar machines and the experience of the typewriter vendor, it 
was decided to use eight years as the estimated life in the depreciation calculation. The 
depreciation expense would therefore amount to IQD 50000 each year. 

(5) Full Disclosure etl guay 

For accurate interpretation, it is required that accounting reports include financial 

statements and accompanying notes which call attention to events and circumstances which 


may have a significant effect on potential future earnings and/or a company's position. 
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C- Accounting Constraints a lol Clete) 
(1) Consistency BUSY 9l coU 

Any change in accounting procedures usually has some effect on current or past 
income. Since it is important that income data be interpreted and compared over time, the 
consistency constraint requires that any deviation in procedures from those of the preceding 
year be clearly defined as a footnote to the financial statements or possible retroactive 
restatement. 

(2) Materiality diswill & eI 

The convention of Materiality refers to the relative importance of an item or event in a 
financial statement and its influence on the decisions of the users of financial statements. 

Example: Blue Company has reported net income in excess of IQD 200000 for many 
years, established a rule that all shop supplies and small tools purchased, which cost under 
IQD 100000, shall be treated as an expense regardless of when used. This is acceptable 
accounting the constraint of materiality. 

(3) Conservatism — JAàsJl 

Current theory advocates (3.534) that in situations where data are unclear or conflicting, the 
accountant's judgment should be in the direction of understatement (4 &4àJl 5 JSI eo pai) rather 
than overstatement (43 gl «(55). 

(4) Industry Practices aasal Jes MI gus à Clay lod! 

In some cases, the accountant can do his accounting transaction without depending on 
general acceptance principles. For example an evaluation of the financial investments in banks 
on basis of market value, another example the banks do not full disclosure in details for their 
activities. 

(5) Economic Substance over Legal Form 393UJI JSS! ($93 oJ] co 

Some of financial transactions have an economic effect more than its legal form. For 
example, sometime in sells transactions, in spite of the seller received the worth of his goods 
sold but he still have the legal form of this goods sold in this case it will not appear in his stock 


, because the accountants should preferred the economic effect over the legal form . 
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4- ACCOUNTING AS AN INFORMATION SYSTEM 
sls U eus & lol 


("AIS") is the system of records a business keeps 


An "accounting information system 
to maintain its [[accounting system]]. This includes the purchases, sales, and other financial 
processes of the business. The purpose of (AIS) is to accumulate data and provide decision 
makers (investors, creditors, and managers) with information. 

A- Accounting information and its user's ywotdsimeg duwlot) Ob 

Different users require different accounting information for decision making. The 
primary concern of shareholders (including potential investors, their advisers and financial 
analysts) is whether their investments will provide the required returns in the form of 
dividends and capital growth. Therefore, they will seek (4-5 tas) information in order to 
assess the present and future ability of the company to pay dividends and whether the value of 
their investments will rise in the future. But conventional financial statements are prepared 
under the cost and money measurement concepts. 

B- Users of accounting information dauid] OUI godio 
Interested parties are also called accounting information users. There are two broad 


categories of accounting information users: 


E Internal users Godel) Ggodciul 


" External users 9542 l5J] 5S2 
(1) Internal users are parties inside the reporting entity (company) who are interested in 
the accounting information. 

A company's higher and middle management (bh woSlo Ld &Jo¥!) uses accounting 

information to run business. Employees utilize accounting information to determine a 

company's profitability and profit sharing. 

(2) External users are parties outside the reporting entity (company) who are interested in 
the accounting information. 

Investors (owners) use accounting information to make buy, sell or keep decisions 
related to shares, bonds, etc. Creditors (suppliers, banks) utilize accounting information to 
make lending decisions. Taxing authorities need accounting information to determine a 
company's tax liabilities. Customers may need accounting information to decide which 


products and from which company to buy. 
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Figure (1-2) 


Types of accounting 


Accounting 


Financial Managerial 


Accounting Accounting 





= Financial accounting (JUI 4 ilL) provides information that is designed to satisfy 
the needs of external users. Such reporting is usually done in the form of financial 
statements. 

™ Managerial accounting (4. lo! diwleb!) provides information that is useful in running 
a company by internal users. Such reporting is usually accomplished through custom 


designed reports. 
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Figure (1-3) 


Typical Flows of Accounting Information 








Management | 


li 


Managerial Data 
And Reports 
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Special Regulatory 
Reports Agencies 


Taxing K= Tax |a 
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ACCOUNTIN 
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Financial Accounting 
Statements* 


Public Accounting 
Auditors* 








Audited Financial Accounting 
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Certain - Labor General 
Regulatory |, Creditors e Investors => Union Public 
Agencies 








*Reporting area governed by generally accepted accounting. 
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C- Qualitative Characteristics of Accounting 
dolus dus gif! yaladi 

The characteristics of relevance and reliability are the two primary qualities that make 
the accounting information useful for decision making. If either is missing completely from a 
piece of information, the information will not be useful. Other qualities include comparability, 
consistency, and cost-benefit relationship. 

(1) Relevance dé Sub) 

To be relevant to investors, creditors, and others for investment, credit, and similar 
decisions, accounting information must be capable of making a difference in a decision. 
Relevant information should have predictive value, feedback value, and timeliness. Relevant 
information helps decision makers make predictions about future; it has “Predictive Value” 
(15.21) And). 

(2) Reliability (AS gi gb!) igh 

Reliability is the quality of information that permits users to depend on it with 
confidence (4.35). This means it is verifiable, has faithful representation, and is reasonably free 
of errors and bias. 

(3) Neutrality dakol 

Neutrality means that, in formulating or implementing standards, the primary concern 
should be the relevance and reliability of the information and the information cannot be 
selected to favor one set of decision makers over another. 

(4) Comparability Dal 40! 

Accounting information about an enterprise is extremely useful if it can be compared 
to accounting information about other enterprises. Comparability results when different 
enterprises apply the same accounting treatment to similar events. 

(5) Consistency UGYI gl coU 

Consistency means conformity from period to period with unchanging policies and 

procedures. Conformity can be achieved be applying the same accounting treatment to similar 


events from period to period. 
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(6) Cost & Benefit — ásàillg dll 

Most decision makers assume that information is a cost free commodity (o2), while 
providers know it is not. The costs of providing the information should be weighed against the 
benefits of using the information. Cost-benefit decisions are extremely difficult because both 
costs and benefits are often subjective and difficult or impossible to measure reliably. 

D - Elements of accounting aloe pols 
€ Assets — logos!) Ugo!) 

Assets are items with money value that are owned by a business. Some examples are: 
cash, accounts receivable (selling goods or services on credit), equipment (office, store, 
delivery, etc.), and supplies (office, store, delivery, etc.). 
€ Fixed Assets dull Jaci! 

Sometimes called long-term assets, long-lived assets, or plant and equipment. Fixed 
Assets include land, building, fixtures, and equipment.. 
€ Current Assets Ülal J PS 

Current assets constitute cash, items expected to be realized in cash, sold or consumed 
during operating cycle of the business or one year, whichever is longer. 

FASB defined current assets as follows: Current assets are economic benefits owned 
by a firm which are reasonably expected to be converted into cash or used up during the 
entity's normal operating cycle or one year, whichever is longer. 

Current assets are defined "Cash and other assets that are expected to be converted into 
cash or consumed in the production of goods or rendering of services in the normal course of 
business". Items are included under current assets on the basis of whether they are expected to 
be realized within one year or within the normal operating cycle of the enterprise, whichever is 
the longer. 

The classification of current assets, one typically finds the following: 

- Inventories 9554! 

Inventories include those items of tangible property that (1) are held for 

sale in the ordinary course of business, (2) are in process of production for 


such sale. The cost of inventory includes all expenditures that were 
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incurred directly or indirectly to bring an item to its existing condition and location. 


- Accounts Receivables ái th) Sbu 

Receivables encompass (ois) monetary claims against debtors of the firm. The term 
accounts receivable is commonly used to refer to receivables from trade customers that are not 
supported by written notes. 
- Marketable Securities Seq ADUJI e 

Marketable Securities represent temporary investments made to secure a return on 

funds. 
-Cash = sad 

Includes coin and currency on hand, bank deposits (if subject to immediate 
withdrawal, e.g, checking accounts), negotiable paper (ie., transferable by endorsement, in 
including bank checks, money orders, bank drafts, etc.). Cash is the most liquid asset owned 
by a firm. 
@ Owners Equity Shl Sgie 

The difference between Assets and Liabilities is Owner’s Equity. They can also be called 
capital, or net worth. Equity capital is the capital invested by corporation's stockholder. 
9 Liabilities (Skolt!) agas 

Liabilities are debts owed by the business. Paying cash is often not possible or 
convenient, so businesses purchase goods and services on credit. The name of the account 
used is Accounts Payable. Another type of liability is Notes Payable. This is a formal written 
promise to pay a specific amount of money at a definite future date. 


€ The Accounting Equations — 4l; dale 





(1) Assets = Liabilities Owner's Equity ASU Soa> + bolt = Joey 


(2) Assets + Expenses + Losses = Capital + Liabilities + Revenues + Gains 











The two sides of these equations must always be equal. 
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Terminology cis all 
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Accounting entity duwlebldios} | Limited Company $592] dS JI 
Accounting Equation A sls Holek) | Management Accounts à; layI GLLusdl 
Accounts Receivables diz at! GblusJd! | Marketable Securities 3s bul eal 
Assets Joe! | Matching Abltàtl 
Assumptions 9l | Materiality dul! drool 
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Current Assets Doat) Ugo! | Private companies doled} SIS iJ) 
Double-entry e954! 44H! | Profit and loss (P&L) dylusdls es JI 
Expenses cB! | Public accounting doled! d ule Ll 
External users Ow)! eam! | Public companies dalsd) e» I 
Financial Accounts ASU) GbLLusd! | Public services doled) Closed] 
Financial statements JUI eilgall | Relevance à exl 
Fixed Assets dal] JgoYI | Reliability 443 93 gh] 
Forecasting gud] | Revenue recognition AYL Slzy 
Full disclosure ell clasyl | Revenue opi 
Going - concern 4s yl,oiwS] | Separate entity ålärudl $329) 
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Industry practices åska Sluylob! | Stockholders Ove 
Internal users MSI! Guisiub! | Suppliers 23824! 
Inventory Q5! | Transaction dada)! 9l lest 
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QUESTIONS 


1- Define scientifically the accounting, and name only the assumptions and principles 
accounting. 

2- Mention the accounting Assumptions and explain two from them. 

3- Mention the accounting principles and explain two from them. 

4- Explain the purposes of accounting. 

5- Explain the functions of accounting. 


6- Match the following Organizations and its Objectives 





























No. | Organizations No. | Objectives 
1 Quasi-governmental agencies a | Making of profit 
2 Public services b Achievement of charitable aims 
3 Local Authorities c Provision of local services 
4 Charities d | Provision of public service 
5 Private or public company e Coordination of public sector investments 








7- Choose the correct answers: 
(1) State whether each of the following statements are true or false. 
a. Accounting is a language of business. 
b. Accounting principles are referred to as rules of action on conduct. 
c. Assets are always valued at market price as per the basis of the going concern concept. 
d. As per the convention of disclosure, all material information should be disclosed by the 
accountants. 
(2) The time period assumption states that: 
a. Revenues should be recognized in the accounting period in which it is earned. 
b. Expenses should be matched with revenues. 
c. The economic life of a business can be divided into artificial time periods. 
d. The fiscal year should be corresponds with the calendar year. 
(3) The principle that dictates that efforts (expenses) be matched with an accomplishment 
(revenues) is the: 
(a) Matching principle. (b) Cost principle. 
(c) Revenue recognition principle. (d) Full disclosure principle. 
(4) Accounting includes: 
(a) Measurement (b) Verification 


(c) Reporting (d) All of the previous, 
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(5) The Company opens drawings and capital account as an application entity assumption 


(concept). 
(a) Continuity (b) Periodicity 
(c) The entity (d) The unit of measurement 


(6) All costs paid to buy a machine to make ready for intended use, is an application of: 


(a) Revenue recognition principle. (b) Continuity Concept. 
(c) Full-disclosure principle. (d)Cost principle. 
(7) Using the accounting procedures from year to year means: 
(a) Conservatism (b) Matching 
(c) Consistency (d) Materiality 


(8) All material information should be disclosed in the financial statements to make these 
statements clear and understandable for the reader is: 
(a) Materiality (b) Consistency (c) Matching (d) Full disclosure, 


- Answers to question No. (6) 




















No. a b c d e 
1 x 
2 x 
3 x 
4 x 
5 x 


























- Answers to questions (7): 





























No. a b c d 
1. True True False True 
2. x 
3. x 
4. x 
5. x 
6. x 
7. x 
8. x 
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CHAPTER 
Q) 


ACCOUNTING PROCEDURES 


iuo] Cel eI 

Accounting has been defined by the AICPA Committee on Terminology as “ the act of 
recording, classifying and summarizing in a significant manner and in terms of money, 
transactions and events which are, in part at least, of a financial character, and interpreting the 
results thereof." This chapter presents relationships between the various records used by the 
accountant in the preparation of financial reports. 

1- DOUBLE - ENTRY ACCOUNTING SYSTEM 
Tb) XXI pls 

The standard accounting model for accumulating data in a business entity consists of 
the double-entry system based on the fundamental accounting equation (assets equal liabilities 
plus owners' equity). As the name implies, the entry made for each transaction is composed of 
two parts: one or more debits and one or more credits. 

All accounting entries are made within the framework of the fundamental accounting 
equation. Each transaction must therefore be analyzed in terms of its effects on the elements of 
this equation. The advantages of the double-entry system include built-in controls which 
automatically all attention to many types of errors and offer assurance that once assets are 
recorded, 

The double-entry system is in practically universal use; it takes its name from the fact 
that equal debit and credit entries are made for every transaction. The terms debit and credit 


can be related to the equation (A = L + OE) in the following way: 





Assets = Liability + Owners' Equity 











The difference in Dinars between the total debits and the total credits in an account is 
called the balance. 
- If the debits exceed the credits the account has a debit balance. 
- If the credits exceed the debits the account has a credit balance. 
A- General Rule's dole Ae155 
(1) Assets Jae 


- All asset accounts normally have debit balances. 
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- An increase in an asset is recorded on the left (debit) side of the account. 
- A decrease in an asset is recorded on the right (credit) side of the account. 
(2) Liabilities and Owner's Equity 44) (39à» 9 cob Slat 

- Allliability and owner's equity accounts have credit balances. 

- An increase in a liability or an owner's equity is recorded on the right (credit) side of the 
account. 

- A decrease in a liability or an owner's equity is recorded on the left (debit) side of the 
account. 
Summary statement of the rules of debit and credit: 


Increases are recorded by debits Increases are recorded by credits 





Decreases are recorded by credits Decreases are recorded by debits 


Assets and liabilities are the two independent variables in the above equation; the 
dependent variable, owners' equity, is derived from the valuation assigned to assets and 
liabilities. One source of change in the owners' equity is the change in the net assets (assets 
minus liabilities) as a result of operations, measured by two classes of temporary accounts, 
revenues and expenses. 

Revenue accounts measure the inflow of assets resulting from producing and 
distributing goods and services to customers. Expense accounts measure the outflow of assets 
necessary to produce and distribute these goods and services. 

The net change in the assets as a result of these two flows is reflected in the owners' 
equity. Revenue and expense accounts are subject to the rules of debit and credit which were 
applied to the real or permanent accounts (assets, liabilities, and owners' equity). The 
application of the rules of debit and credit for revenue and expenses may be summarized as 


follows: 





Expenses Revenues 





Increases in expenses are recorded by | Increases in revenues are recorded by 


Debits Credits 





Decreases in expenses are recorded by | Decreases in revenues are recorded by 


Credits Debits 














The following are the main principles of Double Entry System 


A. Every Transaction has two sides. 
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B. One account is the receiver of benefit. 
C. Other account is the giver of benefit. 

It must be noted that the amount of benefit received by one account is equal to the 
amount of benefit given by the other. This enables us to record the two effects of any business 
transaction. There are three steps in recording any financial transaction: 

1) Deciding as to what accounts are affected. 
2)  Deciding whether to debit or to credit the account. 
3)  Deciding on the amounts to be debited and credited. 

Thus, every transaction has two double effects (dU 3b) and a complete record of 
both these effects can be kept only by recording the transaction in two accounts. 
B- Accounting Equation duwloxt! Holebi 

Accounting Equation consists three general Items: Assets, Liabilities and Owner's 
Equity 

Assets = Liabilities + Owner's Equity (capital) 

Assets = Fixed Assets + Stock + Liquid assets (debtors, cash, notes receivable). 

Liabilities = Creditors + Notes Payable + Long-term Debts 

Owner’s equity is defined as the difference between a business entity assets and 
liabilities. The definition of equity can be stated in the following equation: 

Owner’s Equity = Total Equity - Equity of Creditors. 

Owners Equity can also be expressed as proprietors’ funds. 

Proprietors Funds = Fixed Assets + Stock + Liquid assets - Current Liabilities. 

Or: Owners’ Equity = Capital + Reserves and Surplus. 

The amount with which the proprietor starts his business is capital. In a running 
business, it is the excess of assets over liabilities. 

Expenses reduces and revenue increases owners equity. Thus gain increases capital and 
loss decreases capital. 


The above equations can further be explained as follows:- 





Assets + Expenses = Capital + Liabilities + Revenues 
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Exercise (1) 

September transactions of Kassim Estate Company to show the effect of each 
transaction upon the accounting equation. Briefly restated, the seven transactions were as 
follows (Amounts IQD 1000 thousands ): 

-Sept. 1 began the business by depositing IQD 180000 in a company bank account. 
-3 Purchased land for IQD 141000 cash. 
-5 Purchased a building for IQD 36000, paying IQD 15000 cash and incurring a liability of 

IQD 21000. 

-10 Sold part of the land at a price equal to cost of IQD 11000, collectible within three 
months. 

-14 Purchased office equipment on credit for IQD 5400. 

-20 Received IQD 1500 cash as partial collection of the IQD 11000 account receivable. 

-30 Paid IQD 3000 on accounts payable. 





















































Assets = Liabilities + Owners’ Equity 
Transactions 
Cash Receivable Land Building Equip. payable Capital 
Sep. 1 + 180000 0 0 0 0 0 + 180000 
Sep. 3 - 141000 0 +141000 0 0 0 0 
Sep. 5 - 15000 0 0 +36000 0 +21000 0 
Sep. 10 0 + 11000 - 11000 0 0 0 0 
Sep. 14 0 0 0 0 +5400 +5400 0 
Sep. 20 + 1500 - 1500 0 0 0 0 0 
Sep. 30 -3000 0 0 0 0 -3000 0 
Balances 22500 + 9500 + 130000 +36000 +5400 = 23400 + 180000 
Total 203400 203400 











Exercise (2) 


Yousif had the following transactions. Use Accounting Equation to show their effect on 


his assets, liabilities and capital (Amounts IQD 1000 thousands): 
1) Invested IQD 250000 Cash. 


2) Purchased Equity Shares of Omniah Limited for cash IQD 20000. 


3) Purchased Land and Buildings for IQD 25000 paying IQD 5000 in cash and the balance 


through a loan. 


4) Sold Shares of Omniah Limited costing IQD 5000 for IQD 6000. 


5) Purchased a secondhand Car for IQD 5000 cash. 
6) Received Cash as commission IQD 500. 


7) Paid Cash IQD 1000 for loan and IQD 50 for interest. 


8) Paid Cash for sundry expenses IQD 200. 


9) Received Dividends IQD 100. 
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Solution: 





















































Transactions Assets Liabilities Owners' Equity 
(1) Invested IQD 250000 in cash 4250000 0 250000 
(2) Purchased Equity Shares of Omniah Limited for |-20000 0 0 
cash IQD 20000 20000 0 
Balance 250000 0 250000 
(3) Purchased Land and Buildings for 25000 paying 425000 0 250000 
5000 in cash and the balance through loan. -5000 20000 0 
Balance 270000 20000 250000 
(4) Sold Shares of Omniah Limited costing IQD5000 +6000 0 +1000 
For IQD 6000 Cash. -5000 
Balance 271000 20000 251000 
(5) Purchased a secondhand Car for cash IQD 5000 +5000 0 0 
-5000 
Balance 271000 20000 251000 
(6) Received cash as Commission IQD 500 +500 0 +500 
Balance 271500 20000 251500 
(7) Paid cash IQD 1000 for Loan and IQD 50 for |-1000 1000 0 
Interest. -50 0 (-) 50 
Balance 270450 19000 251450 
(8) Paid cash for sundry Expenses IQD 200 -200 0 (-) 200 
Balance 270250 19000 251250 
(9) Received dividends IQD 100 Cash. +100 0 100 
TOTAL 270350 19000 251350 


























2- ACCOUNTING CYCLE AND BOOKS OF ACCOUNTS 


bas] Sew 9 deawlorb! Sy 9! 


The accounting cycle is a complete sequence of accounting procedures which are 


repeated; in the same order during each accounting period. The accounting cycle in a 


traditional manual system includes of the following steps: 


(1) Analysis of transactions from source documents. 
(2) Journalizing transactions. 

(3) Ledger posting. 

(4) Balancing of each ledger account. 

(5) Preparation of adjustment entries. 

(6) Recording of adjustment entries. 

(7) Posting of adjustment entries. 

(8) Recording of closing entries. 
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(9) Preparation of Trial Balance. 

(10) Preparation of Financial Statements (Final Accounts). 

(11) Closing the books to summarize the activities of the period 

(12) Reversing certain adjusting entries to facilitate the recording process in sub-sequent 
periods. 


When these steps are completed, the cycle begins again for the next period. 





























Table (2-1) 
The Following Chart Shows the main steps of the Accounting Cycle. 
No. Steps 
Step (1) Analyze transactions 
Step (2) Record transaction in the Journal 
Step (3) Post Journal entries to the Ledger accounts 
Step (4) Prepare a trial balance 
Step (5) Journalize and post adjusting entries and prepare adjusted trial balance 
Step (6) Prepare Financial Statement 
Step (7) Journalize and post closing entries 
Step (8) Carry forward the balance in the balance sheet a account to next accounting period 














@ Account yL 


An account may be defined as a summarized and systematic record of the business 
transaction with respect to a particular person or particular kind of property or particular 
amount of expenses, loss incurred (or revenue or gain earned) by the business. In other words 
an account is a list of transactions falling under the same descriptions for a given period of 
time. Account in abbreviation can be written as A/c. It can be prepared for a month or for a 
year. Normally accounts are recorded for a year. The book in which all accounts are recorded 


is called as ledger. 
€ Classification of Accounts Sbk! nai 


Accounts are classified into two groups as under: 
(A) Personal Accounts 


(B) Impersonal Accounts 
(A) Personal Accounts duari] SblusdJ] 


The account pertaining to an individual Firm, Company, or 
Association with which, the business deal is called a personal A/c. It is an 


account of natural person and legal person. Legal person does not have life 
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and body but law recognizes it as a person. In this category partnership firm, limited company, 
and Associations, are grouped. 
Accounts of creditors, Debtors, Bank, Colleges, Hospitals and Club's are coming under 
personal Accounts. Personal accounts, in practice, may be of the following types. 
Figure (2-1) 


Personal Accounts 


Personal Accounts 


Natural personal Legal personal Groups personal 


Accounts Accounts Accounts 





> Personal Accounts 

€ Natural personal Accounts 

a. Nasser’s A/c 

b. Mariam's A/c 

c. Ibrahim's A/c 

€ Legal personal Accounts 

a. Basrah Chemicals LTD. 

b. Dar AI - Anwar LTD. 

c. Al-Qudes Insurance LTD. 

+ Groups personal Accounts 

a. Debtors A/c 

b. Creditors A/c 

c. Revenues received in Advance A/c 

d. Accrued Expenses A/c. 
(B) Impersonal Accounts duari] E Sbk 

All accounts other than personal accounts are known as Impersonal Accounts, e.g. 
Goods A/c Cash A/c, Wages A/c etc . Impersonal accounts are classified as: 

a. Real A/c 

b. Nominal A/c 
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(a) Real A/c gäl (erea) 

An Account pertaining to properties and assets owned by the business is called real 
A/c. In other words real accounts are those accounts which relate to property, asset or material 
objects e.g. Cash A/c Furniture A/c, Goods A/c, Stock A/c, Building A/c, and Machinery A/c. 


Hence, Real Accounts may assume the following two forms: 
(1)Tangible Real Accounts: dw e diio] SblusdJ] 
These accounts consist of assets and properties which can be seen, touched, and felt. 
Tangible Real Accounts: Cash, Buildings, Goods, Furniture, Machinery, stock etc. 
(2) Intangible Real Accounts: dw e E diio] SblusdJ] 
These accounts consist of Assets and properties which cannot be seen, touched, felt but 


they are capable of measurement in terms of money. Intangible Real Accounts: Goodwill, 
Trade Marks etc. 
(b) Nominal Accounts drow] SblusdJ] 

An account pertaining to expenses, incomes, losses, gains and profits is known as 
nominal A/c. These accounts are called fictitious accounts as they do not represent any 
tangible asset. A separate A/c is maintained for each head of expense or loss or gain or 


income. 
ules for Debit and Credit (IWIg AU A193 


(A) Personal A/c ql Wlusd! 

Personal A/c relates to persons with whom business keeps dealings. Persons may be 
natural persons or legal persons. If a person receives anything from the business, he is called 
receiver, and his account is to be debited in the books of the business. If a person gives 
anything to the business, he is called giver and his A/c is to be credited in the books of the 


firm or business. Rules of personal A/c state that: 





Debit the Receiver 


Credit the Giver 











(1) Goods worth IQD 1000000 sold to Ibrahim. In this transaction Ibrahim is the receiver of 


the goods, he is called receiver and his A/c is to be debited in the books of the firm. 
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(2) Purchased goods worth IQD 500000 from Khalid. In this transaction Khalid is the giver 
of the goods to the business and therefore his A/c is to be credited in the books of the 
business. 

(B) Real A/c giäl Wlusd! 

Real A/c relates to property which may be either comes into the business or goes away 
from the business. If any property or goods comes into the business, Account of that property 
or goods is to be debited in the books of the business. If any property or goods goes out from 
the business, account of that property or goods is to be credited in the books of the business. 


Rules of Real A/c state that: 





Debit what Comes in 


Credit what Goes out 











For Example:- 
1) When Machinery is purchased, Debit the Machinery account as it comes into the 
business. 
2) When goods are sold out, Credit the Sales A/c as the goods are going out. 
(C) Nominal A/c: owl Wlusd! 

Nominal account is the account of expenses and losses and revenues and gains. If any 
expenses are incurred by the business, account of those expenses will be debited. If any 
revenue or gain received by the business, account of that revenue or gain would be credited. In 
the transaction of sale or purchase of goods or assets, if any loss is incurred by the business, 
account of that loss will be debited in the books of the business. If in the transaction of sale or 
purchase of goods or asset, any profit is earned by the business, then account of that profit will 


be credited in the books of the business. Rules for journalisation for Nominal A/c: 





Debit Expenses and Losses 


Credit Revenues and Gains 











Example 
(1) Paid IQD 50000 as commission to the agent. 
(2) Received IQD 100000 as interest on fixed deposit. 
In the first transaction commission which is paid to agent is an expense and it is to be 
debited in the books of the business. 
In the second transaction interest which is received is a business income and therefore 
it has to be credited in the books of the business. The above rules can be presented in the form 


of a chart: 


43 


Table (2-2): Nature of accounts 























Accounts Nature of account Reasons 
Debit Receiver 
Personal A/c 
Credit Giver 
Debit What comes in 
Real A/c 
Credit What goes out 
Debit Expenses and losses 
Nominal A/c 
Credit Revenues and gains 

















$ Source Documents (Lo) ASN! colas 

Every business transaction is recorded in the books of accounts on the basis of some 
documentary evidence which is called as a source document or supporting document or 
business paper or voucher It is the first record prepared for a business transaction. The source 
document shows the date, the amount, the nature of business transactions and the persons 
involved in its preparation. (e.g.) Purchase invoice, Sales invoice, Debit note and Credit note. 
€ Transaction (&iiaJI) delet! 

A transaction can be defined as any event which results in a change in asset, liability or 
capital accounts. The various transactions of a business are supported by sales invoices, cash 
register tapes; purchase invoices, check stubs, etc. 

A business transaction is analyzed and classified according to the rules of debit and 
credit. After such classification each transaction is recorded in a book of accounts known as 
"Journal". 

A- The Journal dog! 

The journal is the record of original entry for accounting data. Transactions are re- 
corded in chronological order; each entry includes (1) the date, (2) the accounts to be debited 
and credited, (3) the debit and credit amounts, and (4) an explanation of the transaction. 

The general journal is usually supplemented by a system of special journals which 
group repetitive transactions by type. Typically included in such a system are the purchases 
journal, sales journal, cash receipts journal and cash disbursements journal. Non-repetitive 
entries, such as corrections and adjustments, are made in the general journal. 

It is an important book of accounts. It is a book of daily records. As the 


transactions take place, they are first recorded in a rough book or waste 
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book. In short, Journal is written on the basis of information recorded from the waste book. 


Business transactions are first entered in this book and subsequently they are posted to 


another book known as ledger. 





Date 


Transaction 


Date Particulars Voucher No | Ledger Folio | Debit (Dr) | Credit (Cr) 
IQD IQD 


The Format of Journal is given below: 


J| Peur of the A/c Dr 
of 
To Name of the A/c Cr 


(Being.....) 








@ Utility of Journal eogal 5.58 


(1) 


(2) 


(3) 


(4) 


(5) 


(6) 


(7) 


A Journal is needed for the following reasons:- 

The Journal has a great utility to the firm, because it provides complete, accurate, 
date wise permanent records of business transactions with different parties on every 
day. 

In the Journal, information is noted date wise systematically, which is useful to find 
out reference of transactions easily and immediately by the concerned party. 

The Journal is written on the basis of waste book and different source documents. 
Narration is written below the entry which is useful for understanding the nature of 
business transactions. 

By referring ledger folio, the accountant can find out easily the reference of a 
particular Ledger account. 

When business information is recorded systematically in the Journal, ledger can be 
written easily. 

The Journal as evidence in approving or disapproving claims e.g., if there is a fire in 
the go down and insured goods are lost by fire, insurance company or court decides the 
claim amount on the basis of information noted in the Journal. 

With the help of the Journal and ledger, cross-checking of the business transactions, 


can be done. It helps to locate and prevent errors. 


$ Journalizing ägd! Jo à derail 


Process of recording the business transactions in the Journal is known as Journalizing. 


Steps to be followed for Journalizing:- 


(1) First read the transaction carefully. Find out the accounts involved in the transaction. 
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(2) Ascertain the types of those accounts. Apply the rules of debit and credit. 

(3) Write down the date of the transaction in the date column. In particulars column, same 
of the (A/c) to be debited is written on the first line. The word “Dr" is to be written 
against the name of the (A/c) to be debited and the word “To" is to be written preceding 
the name of the account to be credited. 

(4) Write down the amount in figures in debit column and credit column, write down the 
brief explanation of the transaction in the brackets in particular column after the entry. 
Such explanation is called narration. 

(5) After the narration a line should be drawn. 

$ Example: 
Analyze the following transactions and record them in the Journal (Amounts in IQD 
1000):- 
1-1-2020 IQD 5000 received form Ahmad as loan to start business. 
2-1-2020 Deposited IQD 5000 in the Bank. 
3-1-2020 Purchased of furniture for IQD 500 on credit from Mr. Salam Co. 
(1) Analysis 
































Nature of Debit or Amount 
Date Accounts affected Rules applicable 
Account Credit IQD 
1-1-2020 Cash A/c Real Debit Debit what 5000 
comes in 
Ahmed’s loan A/c Personal Credit Credit The giver 5000 
Recording in the Journal 
Debit 
Date Particulars L.F. Credit IQD 
IQD 
Cash A/c Dr. 5000 5000 
To Ahmed's Loan A/c 
(Being Cash received from Mr. Ahmed as loan) 























(2) Analysis 


Accounts Nature of Debit or 
Date Rules applicable Amount 
affected Account Credit 








2-1-2020 Bank A/c Personal Debit Debit the Receiver 5000 
Cash A/c Real Credit Credit what goes out 5000 
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Recording in the Journal 





2-1-2020 Bank A/c Dr. 5000 5000 
To Cash A/c 
(Being Cash deposited in the Bank) 





(3) Analysis 


Nature of Debit or Amount 
Date Accounts affected Rules applicable 
Account Credit 


Recording in the Journal 





Debit Credit 
IQD IQD 


Particulars 





Furniture A/c Dr. 


To Mr. Salam & Co. A/c 


(Being Furniture purchased on credit 


from Mr. Salam Co.) 





Exercise (3) 
The followings transactions are subtracted from the books of Nehad 
- 1-1-2020 Mr. Nehad started his business by bringing in cash IQD 50000 
- 2-1-2020 Bank account opened IQD 10000 
- 5-1-2020 Loan received from Ahmed by cheque deposited in the bank IQD 60000 
- 9-1-2020 Goods purchased from Raheem on credit IQD 30000 
- 10-1-2020 Sold goods to Salam on credit IQD 50000 
- 16-1-2020 Stationery items purchased in cash IQD 30000 
- 17-1-2020 Received cheque form Salman on account IQD 50000 
- 28-1-2020 Paid by cheque to Raheem on account IQD 30000 
- 30-1-2020 Cash withdrawn from Bank IQD 10000 


Required: Journalize the transactions in the Journal maintained by Nehad. 
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Journal of Nehad 


Particulars .F. Debit IQD Credit IQD 





Cash A/c Dr 50000 
To Mr. Nehad's Capital A/c 


(Being business started by Mr. Nehad bringing in cash) 
Bank A/c Dr 

To Cash A/c 

(Being Bank account opened by depositing cash in the Bank) 


Bank A/c Dr 

To Ahmed's loan A/c 

(Being loan received from Ahmed deposited in the Bank) 
Purchases A/c Dr 

To Raheem's A/c 

(Being goods purchased from Raheem on credit) 
Salam's A/c 

To Sales A/c 

(Being goods sold to Salam on credit) 
Stationery A/c 

To Cash A/c 

(Being stationery items purchased in cash ) 


Bank A/c Dr 





To Salman's A/c 

(Being cheque received from Salman on account) 
Raheem's A/c 

To Bank A/c 

(Being payment made by cheque to Raheem on account) 
Cash A/c 

To Bank A/c 

(Being cash withdrawn from Bank ) 


TOTAL || | 320000 320000 


Kinds of Entries 291 elsi 





There are two kinds of entries may be recorded in the Journal: 
1. Simple Entry: Jsu) i 

In this kind of entry, only two accounts are affected. One account is debited and 
another account is credited like the entries mentioned above. 
$ Example: 

Walled started business with Cash IQD 15000, Goods worth IQD 3000 and Machinery 
worth IQD 2000. 
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Date Particulars Dr. Cr. 





1. He brings cash in business:- 
Cash A/c Dr 15000 15000 
To Capital A/c 





2. He brings goods in business:- 
Goods A/c Dr 3000 3000 
To Capital A/c 





3. He brings Machinery in business:- 


Machinery A/c Dr 2000 2000 

















To Capital A/c 





In all the above transactions the capital A/c is commonly credited. Hence, instead of 


making three entries separately, a combined entry may be conveniently passed as follows: 








Date Particulars Dr. Cr. 
Cash A/c Dr 15000 
Goods A/c Dr 3000 
Machinery A/c Dr 2000 
To Capital A/c 20000 




















2. Compound Entry: Sl wil 
In a compound entry, more than two accounts are affected in this kind of entry. 
There may be:- 
(1) Several Accounts are to be debited and one account is to be credited. 
(2) One Account is to be debited and several other accounts are to be credited. 
(3) Several Accounts are to be debited and several accounts are to be credited. 
Exercise (4) 
Give a compound Journal entry for each of the following transactions (Amounts in 
IQD 1000): 
- 1-10-2020 Started business with goods of IQD 4000, Furniture of IQD 1000 Cash IQD 
2000 and a loan of IQD 3000 from Nasser. 
- 2-10-2020 purchased goods of IQD 1000 from Hatim and paid him half the amount due 
- 3-10-2020 Sold goods of IQD 1200 to Fadi and received from him half the amount due . 
- 5-10-2020 the proprietor withdrew for personal use IQD 100 from the bank and IQD 400 
from office cash. 
- 7-10-2020 sold goods for IQD 2000 and received in exchange Furniture IQD 1800 and 
Stationery of IQD 200. 
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Journal 


Debit 
Date Particulars L.F. Credit IQD 
IQD 


Goods A/c Dr. 
Furniture A/c Dr. 
Cash A/c Dr. 
To Loan's Nasser 
To Capital A/c 
Purchases A/c 
To Cash A/c 
To Hatim's A/c 


(Being goods purchased and part payment made) 


Cash A/c Dr 
Fadi's A/c Dr 
To Sales A/c 
(Goods sold and part of the amount received ) 
Drawings A/c 
To Cash A/c 
To Bank A/c 
(For money withdrawn from Bank and from office cash for the proprietors 
personal use) 
Furniture A/c 
Stationery A/c 
To Sales A/c 





(For Furniture and stationery received in exchange for goods sold) 


TOTAL 11700 — |11700 
B- The Ledger SL dow 


Ledger is a book which records all the transactions from the Journal into a classified 





form. When goods are purchased or sold during a particular period, the Journal will record all 
these transactions but it will not be helpful in giving us the total figures of purchases, sales, 
total amounts received or paid .To avoid the inconvenience and to facilitate easy collection of, 
a book named "Ledger" is maintained. The ledger contains almost all the accounts of a 
business. It helps us to get speedy and accurate information with respect to a particular 
account. This book is maintained for keeping individual record of persons, properties, 
Expenses, Revenues, Losses and gains. 


Name of account 
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Each page of the ledger is numbered. Left hand side is called the debit side and right 
hand side is called the credit side. 
The ledger helps to a achieve the following results: 

a) All personal accounts would show how much money is payable to creditors and how 

much to be receivable from debtors. 

b) The nominal accounts would show the sources of revenue and the amount spent on 

various heads of expenses. 
Steps to be taken for preparing the ledger A/c:- 

(1) The name of the account should be written in the middle. 

(2) The date on which transaction occurred should be written in the date column. 

(3) In the particulars column on the debit side, name of the account to be credited should be 
written. It is to begin with the word "TO". In the particulars column on the credit side, 
name of the account to be debited should be written. It is to begin with the word "BY". 

(4) In the J.F column, page number of the journal should be written. 

(5) The amount of the transaction should be written in the amount column. 

(6) Opening debit balance of the amount of the transaction should appear as, “To Balance 
(b/d)" on the debit side of the account and similarly opening credit balance of the 
account should appear as "By Balance (b/d)" on the credit side of the account. 

(7) Real A/c like Cash A/c, Furniture A/c, Machinery A/c, etc always has an opening debit 
balance. 

(8) Liabilities like Capital A/c, Bank Overdraft, Sundry Creditors etc, will have a credit 
balance. 

(9) Every ledger account should be balanced periodically as required by the business 
concern. 

$Balancing of Ledger Accounts SL Sblus dwo 3 

At the end of a certain period, the accounts are balanced. The following steps should be taken in 

balancing an account:- 

(1) Make a total of both the sides of the ledger account. This can be done on a rough sheet. 

(2) Compute the difference between the totals of both sides. 

(3) Put the difference on the lighter side of the account, by writing against it: "By Balance 


c/d”, If the debit side is more than the credit side of the account. 
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(4) Put the difference on the left side of the account, by writing against it: "To Balance 
c/d”, if the credit side is more than the debit side of the account. 

(5) Make the total of both sides. The total of the debit side will now agree with the total of 
the credit side of the account. It should be remembered that the total of both sides 
should agree with each other. 

(6) Bring down the balance on the opposite side of the account, "To balance c/d" is 
brought down on the credit side below the totals in the particulars column as "By 
balance b/d", and "By balance c/d" is brought down on the debit side of the account in 
the "particulars column below the total as "To balance b/d". 


$ Example: 


The following journal transactions are given. Post them to the ledger: 


Credit 
Date Particulars Debit IQD 


Cash A/c 5000 

To Capital A/c 5000 
(Being Cash brought in as capital) 
Furniture A/c Dr 3000 

To Cash A/c 3000 
(Being Furniture bought for cash ) 





Purchases A/c 1500 
To Salam's A/c 1500 
(Being goods purchased from salam on Credit) 
[em 0000 T de I — 


Posting to the ledger: 





Cash Account 


| Pneus | | Amount | | Particulars | | Amount | 


2020 DEIN 1 To Capital A/c sce li 5000 2020 =E 5 By Furniture A/c cnc adl 3000 


—— ca 


2020 March 1 |By Cash A/c 5000 











Furniture Account 


| Particulars | | Amount | unt Particulars 





eee es Cash A/c EIN 
March 5 
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Purchases Account 





Salam's Account 





Date Particulars J.F Amount Date Particulars J.F Amount 





2020 March 9 By Purchases A/c 1500 
































- Debit Balane O24! «el 

If the debit side total is more than the credit side total, the balance will be debit 
balance. 

- Credit Balance (SIU AJ 

If the credit side total is more than the debit side total, the balance will be credit 
balance. 

As the terms debit and credit are used in accounting, they have no meaning except as a 
directive for recording data in ledger accounts. Debit refers to the left side of the account and 
credit refers to the right side. 

Exercise (5) 

Journalize the following transactions, post them into the ledger and balance the 

accounts on 31st January 2020 (Amounts in IQD 1000) . 


- 1-1-2020 Rahim started business with a capital of IQD 15000. 

- 2-1-2020 He purchased goods from Maher on credit IQD 2000. 

- 3-1-2020 He paid cash to Maher IQD 1000. 

- 4-1 -2020 He sold goods to Sana on credit IQD 2000. 

- 5-1-2020 He received cash from Sana IQD 3000. 

- 6-1-2020 He further purchased goods from Maher on account IQD 2000. 
- 7-1-2020 He paid cash to Maher IQD 1000. 

- 8-1-2020 He further sold goods to Sana on credit 20000. 

- 9-1-2020 He received cash from Sana IQD 10000. 

- 19-1-2020 Paid in to Bank IQD 10000. 

- 20-1-2020 Amount withdrawn from Bank for personal use IQD 2000. 
- 30-1-2020 Paid salaries to staff IQD 3000. 

- 31-1-2020 Received cash from Sana IQD 25000. 

- 31-1-2020 Withdrew goods from business for personal use IQD 2000. 
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- Journal of Rahim 





Date 


Particulars 


L.F. 


Debit 
IQD 


Credit 
IQD 





2020 
January 1 


Cash A/c Dr. 
To Rahim's capital A/c 


(Being commencement of business ) 


15000 


15000 





Purchases A/c Dr 
To Maher's A/c 


(Being purchase of goods on credit) 


2000 


2000 





Maher's A/c Dr 
To Cash A/c 
(Being payment of cash to Maher) 


1000 


1000 





Sana's A/c Dr 
To Sales A/c 


(Being goods sold to Sana) 


2000 


2000 





Cash A/c Dr 
To Sana's A/c 


(Being cash received from Sana ) 


3000 


3000 





Purchases A/c Dr 
To Maher's A/c 
(Being purchase of goods from Maher) 


2000 


2000 





Maher's A/c Dr 
To Cash A/c 
(Being payment of cash to Maher) 


1000 


1000 





Sana's A/c Dr 
To Sales A/c 
(Being goods sold to Sana) 


20000 


20000 





Cash A/c Dr 
To Sana's A/c 


(Being Cash received from Sana ) 


10000 


10000 
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Bank A/c Dr 
To Cash A/c 
(Being Cash deposited in to bank ) 


10000 


10000 





20 


Drawings A/c Dr 
To Bank A/c 


(Amount drawn from the bank for personal use) 


2000 


2000 











Balance c/d 








68000 





68000 





Balance b/ d 


Salaries A/c Dr 
To Cash A/c 
(Being Cash paid for Salaries ) 


Cash A/c Dr 
To Sana's A/c 


(Being Cash received from Sana) 


Drawings A/c Dr 


To Purchase A/c 


(Being goods with drawn for personal use) 
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- Ledger Accounts Cash A/c 


Amount Date Particulars 


To Capital A/c 2020 Jan 3 By Maher A/c 1000 


To Sana's A/c By Maher A/c 1000 

To Sana's A/c By Bank A/c 10000 3000 
To Sana's A/c By Salaries A/c 

By Balance c/d 











C- Trial Balance — deol bl 5l«s 

a trial balance is defined as a list containing all the debit and credit balances of the 
ledger accounts. If the trial balance is prepared and it is tallied, that means all the postings and 
additions are arithmetically accurate. 


Trial balance is a statement of debit and credit totals. 
































ITEMS BALANCE 
Assets Debit 
Liabilities Credit 
Expenses Debit 
Incomes Credit 
Provisions Credit 
Reserves Credit 
Capital Credit 
Closing stock Debit 
Drawings Debit 














» Closing stock will not appear in the Trial Balance. It will be shown in the adjustment. 


Specimen Form of a Trial Balance 
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Table (3): Nature of Balances of Different Ledger Accounts Debit and Credit Balances of 


ledger 


Debit Balances Credit Balances 


Assets:- Debit Balance Liabilities :- Credit Balance 
L Land 1. Capital 


2. Buildings 
. Machinery 
. Furniture 


. Motor Cars 


. Debtors 


3 
4 
5 
6. Closing stock 
7 
8. Bills Receivable 
9 


. Cash at Bank 


10. Preliminary Expenses etc 


Expenses:- Debit Balance 


1. Rent 

. Commission 

. Interest 

. Wages 

. Carriage in 

. Carriage out 

. Interest on Capital 


. Depreciation 


2 
3 
4 
5 
6 
7 
8 
9 


. Discount payable 
10. Salaries 

11. Sundry Expenses 
12. Advertisement 
13. Insurance 

14. Purchases 


15. Losses 
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. Reserves 

. Credit balance of P&L 
. Sundry Creditors 

. Bills Payable 

. Bank Overdraft 

. Loans 


. Accrued expenses etc. 


Revenues :- Credit Balance 
. Sales 
. Discount received 
. Commission received 
. Rent received 
. Rent from tenants 
. Income tax refund 


. Gains etc. 


Exercise (6) 


Prepare a Trial Balance of Mr. "Ali" as at 31st December 2020. 








Serial No. Name of the Account Amount IQD 
1 Stock (1.1.2020) 46800 
2 Returns Inwards 8600 
3 Purchases 321700 
4 Freight and Carriage 18600 
5 Rent and Taxes 5700 
6 Salaries and Wages 9300 
7 Sundry Debtors 24000 
8 Interest on loan 900 
9 Printing and Advertising 14600 
10 Cash at Bank 8000 
11 Furniture 5000 
12 Discount 1800 
13 General Expenses 11450 
14 Insurance 1300 
15 Postage and Telegram 2330 
16 Cash in hand 380 
17 Travelling expenses 870 
18 Drawings 40000 
19 Capital 86690 
20 Sales 389600 
21 Returns Outwards 5800 
22 Sundry Creditors 14800 
23 Loan @ 6% 20000 
24 Miscellaneous revenues 250 
25 Discount Earned 4190 














1 Stock ( 1.1.2020 ) 46800 
2 Returns Inwards 8600 

3 Purchases 321700 
4 Freight and Carriage 18600 
5 Rent and Taxes 5700 

6 Salaries and Wages 9300 

7 Sundry Debtors 24000 
8 Interest on loan 900 

9 Printing and Advertising 14600 
10 Cash at Bank 8000 
11 Furniture 5000 - 
12 Discount 1800 
13 General Expenses 11450 
14 Insurance 1300 
15 Postage and Telegram 2330 
16 Cash in hand 380 
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Name of the Account 


Travelling expenses 
Drawings 

Capital 

Sales 


Returns Outwards 


Sundry Creditors 
Loan 9 696 


Miscellaneous revenues 


Discount Earned 





Debit Balance Credit Balance 


870 





[i ———- —- =| TOTAL 521330 521330 


The trial balance is prepared to check the arithmetical accuracy of accounts. If the trial 


balance does not tally, it implies that there are arithmetical errors in the accounts which 


require location, detection and rectification thereof. 


3- SUBSIDIARY BOOKS 


Basal Stew sls 


Where the transactions are numerous, the firm maintains subsidiary books and 


journals, wherein the business transactions are first recorded. Then the transactions are posted 


into the ledger and final accounts are prepared. For the purpose of quicker work and more 


turnovers, the journal is split into a number of subsidiary books for recording a particular type 


of transactions by each department of a business. 


Advantages of subsidiary books: 


(1) Make the work done easily and quickly. 


(2) Increase the efficiency of accounting work. 


(3) Save labor and time. 


Thus separate books are maintained for cash transactions and credit transactions: 


(A) Cash transactions: 


a. 


b. 


Cash book for receipts and payments, 


Petty cash book. 


(B) Credit transactions: 


a. 
b. 


c. 


Credit sales book. 

Credit purchases book. 
Purchases returns book. 
Sales returns book. 

Notes (bills) receivable book. 


Notes payable book. 
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A- Cash Transactions säl Glos! 
(1) Cash Book for receipts and payments Sle gåahlg Olgi usd! Jow 

A business has to receive cash and pay cash for its various activities. The main sources 
of cash receipts are cash sales, receipts from debtors, cash withdrawals from Bank, and taking 
loan from others. The main sources of cash payments are cash purchases, payments to 
creditors, deposits in the bank and payments to various expenses. 

The cash book records all the above transactions for a particular period and the balance 
shown by the cash Book should be equal to the actual cash on hand. 

The two sides of a cash-book are receipts side and payments side and the difference 
should be equal to the remaining cash in the cash box. There is no need for a separate cash 
account in the ledger, because the cash book itself is like a cash account in the ledger. 


Format of a cash book 





The symbols appear in the above format are:- 


(*) R.No. means Receipt Number 
(**) L.F. means Ledger Folio 
(***) V.No. means Voucher Number 

(1) Receipts side:(C La 944) cl) On Receipts side, cash account is always debited, all cash 
receipts are debited. 

(2) Payments side : (Sleat Wile) On payments side cash account is always credited, all 
cash payments are credited. 

Exercise (7) 


The following transactions are occurred during the month of December 2020. 


December 1. Balance of cash on hand 400000 

4. Introduced cash as further capital 10000000 
5. Sold goods for cash 3000000 
6. Collected from kassim 8000000 
10. Purchased goods for cash 2000000 
11. Paid to Rasheed 2500000 
12. Paid commission to an agent 500000 
15. Purchased office furniture for cash 2000000 
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16. Rent paid 100000 


17. Taken cash for personal use 1000000 
18. Cash sales 5000000 
20. Received amount from Yasser 4000000 
23. Dividend received in cash 100000 
28. Paid salaries 2000000 
30. Deposited Cash into bank 2000000 


Required: Enter the above transactions in a cash book with receipts and payments and 


balance the cash book on 31st Dec. 2020. 














Cash Book 
Date Receipts L.F Amount IQD Date Payments L.F Amount IQD 

Dec. 1 To balance b/d 400000 Dec.10 By Purchases 2000000 

4 To Capital 10000000 11 By Rasheed 2500000 

5 To Sales 3000000 12 By commission 500000 

6 To kassim 8000000 15 By Furniture 2000000 

18 To Sales 5000000 16 By Rent 100000 

20 To Yasser 4000000 17 By Drawings 1000000 

23 To Dividends 100000 28 By Salaries 2000000 
30 By Bank 2000000 
31 By Balance c/d 18400000 

30500000 30500000 
2013 To Balance b/d 18400000 
Jan.1 
































(2) The Petty Cash Books à iJ) (39420 Jow 

A business can have two types of payments: 

(1) Major payments 

(2) Minor payments 

Major payments are entered in the cash book. Minor payments are entered in the petty 
cash book. Minor cash payments are termed as "petty" that is small payments. This petty cash 
book is also known as analytical petty cash book. 

At the end of the month, a journal entry is passed in the journal proper by debiting all 
the expenses accounts with their respective totals and giving corresponding credit to "Petty 
Cash Account". 


The main cashier passes an entry in the journal as 





Date Particulars Dr. Cr. 





Expenses A/c Dr xx 

















To Petty cash A/c xx 





The total of each head of expenditure is posted to the debit side of the respective 
account in the ledger, so that the double entry is complete. 


Format of an analytical petty cash book 
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Printing 
Cash Particula Total Postage Cleaning Office | Travelling | Ledger 
and Cartage 
Receiv Payments and Teleg. exp. exp. exp. Alcs 
Stationery 





Exercise (8) 


The following transactions are incurred through the month of January 2020 (Amounts 
in IQD 1000). 


Jan. 1 Cash received for petty cash payments 800000 
Jan. 3 Paid for postage 30000 
Jan. 4 Paid for telephone exp. 100000 
an. aid for telegram 

5 Paid fi leg: 10000 
Jan. 13 Paid for stationery 40000 
an. aid for travelling expenses 

16 Paid fi lling exp 120000 
an. onated for charit 

19 D d for charity 50000 
an. aid for repairs 

20 Paid fi pai 150000 


Required: Prepare petty cash book on the advances system (4g subl ALI! elis) from 
the above transactions and pass the journal entries. 
Solution: 


Petty cash book 


800000 I To cash 
By postage 30000 30000 
By telephone exp. 100000 100000 
By telegram 10000 10000 
By stationery 40000 40000 
By travelling exp. 120000 120000 
By donation 50000 50000 
By repairs 150000 150000 
By ending balance 300000 


800000 800000 100000 120000 150000 
300000 f To Balance b/d 
500000 è To cash 








Journal entries 


Petty cash A/c Dr 
Jan. 1 800000 800000 
To Cash A/c 


Minor expenses Dr 
Jan. 31 500000 500000 
To petty cash A/c 
Petty cash A/c Dr 
Feb. 1 500000 500000 
To cash A/c 


B- Credit subsidiary books UWI Bae LJ Stu 30 





For the purpose of quicker work and more turnovers, the ledger is split into a number 
of subsidiary books for recording a particular type of transactions. There are separate books 


for recording credit transactions: 
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1. Purchases Book 
2. Purchases Returns Book 
3. Sales Book 
4. Sales Returns Book 
5. Bills Receivable Book 
6. Bills Payable Book. 
1. Credit Purchases Bookálz V Ob jl Low 
Purchases Book is used for recording only credit purchases of goods in which the 
business deals. It is maintained by the purchases department. It is also known as purchases day 
book. It is used to write only credit purchases of goods cash purchases or credit purchases of 
an asset are not recorded in the purchases book. 
2. Purchases Returns Book Wb rah! Sagapo dyw 
It may be necessary to return some goods that the firm has bought on credit for a 
variety of reasons. All returns of such goods are recorded primarily in Returns Outward Book. 
This book is also known as Purchases Returns Book. 
Exercise (9) 
The following transactions are related to Alwafa' Co. on April 2020: 
April 2. The company purchased 100 shirts by IQD 10000 each, Invoice No. 10 from 
Modern factory. 
23. Purchased 50 ties by IQD 3000 each from Beauty by invoice No.120. 
24.Purchased 400 trousers IQD 5000 each, from Mahmoud, invoice No155. 
25. Modern factory returned 10 shirts by Memorandum No. 5. 
26. Mahmoud returned 50 trousers by Memorandum No. 9. 
Required: Enter the above transactions into credit purchases book and purchases 


returns book. 












































Credit Purchases Book 
Date Name of Supplier LEF Invoice No. Amount IQD 
2020 April 2 Modern factory 10 1000000 
23 Beauty 120 150000 
24 Mahmoud 155 2000000 
Total 3150000 
Purchases returns Book 
Date Name of Supplier L.F Memo. No. Amount IQD 
2020 Modern factory 100000 
April 25 
26 Mahmoud 250000 
Total 350000 
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3. Credit Sales Book UY) leuk! oce 


Sales Book is meant for writing up only credit sales of goods dealt by the Business. It is 
maintained by the sales department. The sales book is maintained to record only credit sales of 


goods in which the business deals. Cash sales of the goods and sale of assets are not recorded 


in the sales book. This book is also known as sales Day book or sales journal. 


4. Sales Returns Book eb Sagapo doce 
Goods may be returned by the customers for a variety of reasons. All goods returned 


from customers are recorded in Sales Returns Book. This book is also known as Returns 


Inward Book. 


Exercise (10) 


During March 2020 Modern Furniture Company has the following transactions: 


™ March 6. Sold 20 chairs by IQD 8000 each to Al-Muthana university invoice No. 145. 


™ March 8. Sold 80 offices by IQD 100000 each to Babel University invoice No. 146. 


™ March 19. Sold 20 boards by IQD 40000 each, to Saeed invoice No.170. 


™ March 28. Sold 100 book shelf by IQD 5000 each for Basrah University, invoice No.192. 


The following sales returns occurred: 


- 16. Babel University returned 10 offices by credit Memo.No.19 


- 24. Saeed returned 5 boards by credit Memo. No.28. 


Required: Enter the above transactions in credit sales book and sales returns book. 


Credit Sales Book 



































Date Name of customer L.F. Invoice No. Amount IQD 
March 6. Al-Muthana University 145 160000 
8. Babel University 146 8000000 
19. Saeed 170 800000 
28. Basrah University 192 500000 
Total 9460000 
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Sales Returns Book 














Date Name of customer L.F. Credit Memo. Amount IQD 
Marchl16. Babel University 19 1000000 
24. Saeed 28 200000 
Total 1200000 























5. Bills Receivable Book yaw! (8l lygi dow 

When credit sales of goods are made the purchaser gives his guarantee to make 
payment in future in the form of bill. When the seller receives such bill, it is Bill Receivable for 
him as he will receive payment in future against such bill. In case a business house receives a 
number of bills, a Bills Receivable Book is maintained to record all such bills. 
6. Bills Payable Book 3.Ul 3159] Jaw 

When credit purchases are made by a firm it gives a guarantee to the seller to make 
payment in future in the form of a bill. This bill is said to be Bills Payable for the firm as he 
will pay for the bill in future. A Bills Payable Book is opened to record all such bills. 
7. Journal ProperáelsJ! dog 

It is a subsidiary book maintained to record the transaction which cannot be recorded 
in other special subsidiary books. Usually the transactions of infrequent character are recorded 
in the journal proper. The entries like adjustment entries, opening entries, closing entries, 
transfer entries, purchase and sale of assets on credit, interest on capital, interest of drawing 
etc. are recorded in journal proper. 
Exercise (11) 

The following transactions are related to commercial papers [Notes (Bills) receivables 


& payables] for Amal company on April 2020: 
™ April 2. layeith signed a bill for Amal company at IQD 1000000 due at May, 10,2020. 
™ April 12. Samawah cement company received a bill from Amal Co. IQD 500000 due after 
two months. 
™ April 20. Nabeel signed a bill at IQD 400000 due at 31/5/2020. 
™ April 30. Zaid signed a bill at IQD 300000 due at 30/7/2020. 
= April 30. Amal company signed a bill at IQD 150000 due at 31/8/2020 for Suhail. 
Required: Enter the above transactions in Bills receivable Book and bills payable Book. 


Notes (Bills) Receivable Book 
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Name of customer (Drawee) 


May, 10, 2020 
May, 5, 2020 
July, 30, 2020 



































Name of Supplier (Drawer) 
2020 April 12. Sa mawah Cement Co. June, 12,2020 
30. Suhail Aug, 31, 2020 
Total 
Exercise (12) 
Record the general Journal entries of the previous exercises (9, 10, 11). 
Date Explanation Dr. Cr. 
April 30 Purchases A/c Dr 3150000 
To accounts payable 3150000 
April 30 Accounts payable Dr 350000 
To Purchases returns 350000 
March 31 Accounts receivables Dr 9460000 
To sales 9460000 
March 31 Sales returns Dr 1200000 
To accounts receivables 1200000 
April 30 Notes receivables Dr 1700000 
To Accounts receivables 1700000 
April 30 Accounts payable Dr 650000 
To Notes payable 650000 




















4- DISCOUNTS, ALLOWANCES AND RETURNS 
Sogo blo Glo lwo legas! 
A discount is a deduction in price given by the seller to the buyer against purchase the 
goods. This deduction may be in the price of goods bought or sold or in the amounts of cash 
to be received or paid. 
A- Discounts OGlegasd) 
There are several different types of discounts and allowances, as show below: 
(1) Trade Discount Solel eas 
(2) Cash Discount gäil asl 
(3) Quantity Discount 4..SJ] eas 
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(1) Trade Discount dole eal 

Trade discount is a percentage reduction from a list price granted from the producer to 
his distributors or to customers. He will make a discount of 5% or 10% or 15% as per his 
business policy. Trade discount may be given from the wholesalers to the retailers. 

Trade discounts are not normally recorded in the accounts by either the buyer or the 
seller, since they are neither gains nor losses for the buyer or seller. Trade discounts will be 
shown only in the invoice and not taken to books of accounts. 

(2) Cash Discount onal eal 

Cash Discount is typically used by sellers to encourage buyers to pay earlier, improving 
the seller's cash flow. The seller called this discount sales discount; the buyer called this cash 
discount purchases discount. 

Cash discount is a deduction from the invoice price for prompt payment. Cash 
Discounts can be expressed in many ways, including as follow: 

* 3/15 net 30 which means the full (net) amount is due in 30 days, but a 3% discount is 
available if paid within 15 days. 

* Credit terms (5/10, n/ 30) means that the debtor may take a 5 percent discount if the 
invoice is paid within 10 days of the invoice date; otherwise (5.2 usu) the debtor may 
wait 30 days and pay the full amount of invoice without cash discount. Cash discount 
allowed will appear in the books of accounts. 

Cash discounts can also be tied (hö) to different methods of dating, including: 

(1) ROG Dating (4sla_d) SU al e; ) which starts the payment clock when the buyer 
receives the goods; 

(2) Ordinary Dating (8)9LàU (ss ael es )6 ) which starts the payment clock at the date of 
the invoice; 

(3) X Dating (6) 518)! gb Aso Gee gb ) which starts the payment clock X days after the 
invoice date. 

(4 EOM Dating (på! 4443 e JL) which starts the payment clock at the end of the 
month; 

$ Example: 

Assume that the terms for purchase of IOD 1000000 of goods on 

January 3 are 2/10, n/30. If the purchase is paid for on January 13, the buyer 
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can take a 2 percent discount. Thus, the buyer must pay only IQD 980000 to settle the invoice. 


The entries are recorded in the buyer's books as follow : 


























Date Particulars Pr a 
IQD IQD 
Jan.3 Purchases A/c Dr 1000000 
To Creditors A/c 1000000 
(Purchased goods on terms 2/10, n/30) 
Jan. 13 Creditor A/c Dr 1000000 
To Cash A/c 980000 
To Purchase Discount A/c 20000 
(Paid creditors for merchandise within discount period) 
Example: 


Suppose that a company sells to a customer on April 12, 2020 for IQD 1000000 on payment terms 
of "2/10 n/30". On April 22, that is, within the discount period, the customer paid IQD 980000. 


The required Journal entries in the seller's Books are: 





















































Date Particulars P e 
IQD IQD 
April 12. Debtors A/c Dr 1000000 
To Sales A/c 1000000 
(Being sold merchandise on credit) 
April 22. Cash A/c Dr 980000 
Sales Discount A/c Dr 20000 
To Debtors A/c 1000000 
(Being collected from debtors less discount) 
Table (2-4): Differences between Trade Discount and Cash Discount 
No Trade Discount No Cash Discount 
i Trade Discount is given by the seller to the i Cash Discount is given by the creditor to 
buyer. the debtor. 
5 Trade Discount is given to increase the 5 Cash Discount is given for early payment 
sales. or timely payment. 
" Trade Discount is given at the time of " Cash Discount is given at the time of 
purchase of goods. settlement of debts. 
Trade Discount is deducted from the Cash Discount is not deducted from the 
7 invoice. ^ invoice. 
£ Trade Discount is not appearing in the & Journal Entries for cash discount are 
books of accounts. entered in the books of accounts. 





(3) Quantity Discount 491 eas 
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Quantity Discount is simply a reduction of the price on the purchase of a large 
quantity of goods. It is given to a customer inducing him to purchase more and more goods. 
Usually, as the purchased units increase, the customer gains a higher percentage of quantity 
discounts. 

In the books of accounts, the quantity discount is treated in same manner as cash discount. But by 
the year end, it is closed to the final accounts (Trading account, profit and Loss Account) according 
to the applied accounting treatments. 

Exercise (13) 
Record the following transactions in the journal of the buyer Ali and the seller Sameer: 
- 1" June Sameer sold goods for Ali IQD 10000000 at 1096 trade discount with credit terms 
(5/10, n/45). 


- 3" June Sameer agreed to grant (eis) quantity discount as follows: 
- 296 for the first 2000 units 
- 596 from 2001 - 4000 units 


- 1096 more than 4000 units 
- Ali purchased (bought) 5000 units at IQD 10000 each. 
- 5^ June Sameer paid the amount for 1" of June purchases. 


Sameer's Journal (The seller) 


[ae ee e ume Lun ] 


Accounts receivable " 9000000 


To sales revenues 


Accounts receivable 47600000 
Quantity discount A/c ® 2400000 
To sales revenues 50000000 
Cash A/c 
Sales discount A/c 
To accounts receivable 


(1) 10000000 - (10000000 x10%) = 9000000 
2000 units x 296 =40 


m 2000 units x 5% = 100 





E 1000 units x 10% = 100 
(2) (40 + 100 + 100) x IQD 10000 = 2400000 IQD 
(3) 9000000 - (9000000 x 5%) = 8550000 IQD 
Ali's Journal Book (The buyer) 
Date Particulars Debit IQD Credit IQD 
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June,1. Purchases A/c Dr. 9000000 
To Accounts payable A/c 9000000 
Purchases A/c Dr. 50000000 
June,3. To Quantity discount A/c 2400000 
To Accounts payable A/c 47600000 
June,5 Accounts payable A/c Dr. 9000000 
To purchases discount A/c 450000 
To cash A/c 8550000 




















B- Purchases Returns and Allowances Glolowlg Gb jib! Glogo,0 

When merchandise purchased from supplier is found to be unsatisfactory (gb zè), 
the buyer may returns the goods or accepts an allowance on the price. Whenever there is a 
purchase return or allowance, the buyer sends the seller a debit note to notify him that the 
seller's balance is being reduced. Purchases returns and allowances are recorded by crediting 


the purchase Returns and Allowances account, as illustrated below: 





Date Particulars Dr. Cr. 





Creditors / Cash A/c's Dr XXX 


To Purchases Returns and Allowances A/c XXX 


























Net Purchases = Purchases — ( Returns + Allowances ) 





C- Sales Returns and Allowances Ole wl Gleb! Glogo,o 

Most merchandising companies allow a customer to return goods that are found to be 
unsatisfactory or defective (gals). A sales return is merchandise returned by a buyer. 
Sometimes the customer finds that the goods supplied has minor defects and may agree to 
keep such goods if an allowance, called sales allowance, is made off the sale price. Sales 
allowances are granted for any number of reasons, including inferior quality, damage, or 
deterioration in transit. 

In all cases of sales returns and sales allowances the seller sends the buyer a document 
called a credit note, which indicates that the balance in the customer's account is being 
reduced. 

Sales returns and allowances could be recorded as debits to the sales account because 
they cancel part of the selling price. A contra sales account called Sales Returns and 
Allowances account is debited. Sales returns are normally recorded in the year in which the 


returns occur. 
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The Journal entry to record Sales Returns and Allowances account as follows: 
Date Particulars Dr. Cr 
Sales Returns and Allowances A/c Dr XXX Xxx 

To Debtors/Cash A/c 


(Allowance for return of merchandise) 





























Net Sales = Sales — (Returns + Allowances ) 
5- ERRORS: CLASSIFICATION AND RECTIFICATION 











zurag naire las VI 

Mistakes or errors which are committed(... $55 ) in writing the accounting entry or 
amount on wrong side of the ledger account, or failing to pass one effect in account etc.., are 
considered as accounting errors. Such errors are required to be corrected as soon as they are 
detected .Some errors are disclosed by checking the accounts, whereas some errors are 
disclosed by Trial Balance. 
A- Classification of Errors sUa2 V iuas 

Accounting errors are classified as: 
(A) Errors not disclosed by the Trial Balance del pb) ole $ Aist s sue I 

Although, the totals of the Trial Balance are equal some mistakes may remain 
undetected (dai sXe y+). The agreement of a trial balance is not affected due to (gs gl) the 
following errors:- 
(1) Complete omission of a transaction desU JII Sido! 

If any particular transaction is not recorded at all, it would not affect the agreement of 
the Trial Balance. Such type of errors is not disclosed by the Trial Balance. 
(2) Recording of wrong amounts on both sides guld) $ elo esd! Grout! 

If wrong amounts of the transaction are entered on both the sides of ledger accounts, it 
would not be disclosed by the Trial Balance. 

Example: Good worth IQD 570000 from Amar Trading, was written in the Journal 
book IQD 750000 instead of IQD 570000, in this case the trial balance will tally (glu). 
(3) Errors of omission gwl sua i 
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Error of omission means that any transaction has been completely omitted to be 
recorded in the books of original entry and in the ledger. This error will not be disclosed by 
trial balance. 

(4) Error of Duplication 8j Ko elas] 

This Error means recording the same transaction twice in the original books of entry 
and also posting it to the ledger, such error does not affect the agreement of trial balance. 
(5) Posting to wrong head of accounts | Gluod! eu! à «uai 

If posting from the journal to ledger is made to the wrong account with the same 
amount, this error will not be disclosed by the Trial balance. 

Example: Purchased furniture for cash IQD 1200000, was posted to the debit side of 
the machinery account instead of furniture account. 

(6) Compensating Errors &2gsl «uas VI 

When one mistake nullifies (=) the wrong effect of another, it is called a 
compensating error: The trial balance fails ((g 44) to disclose them. These errors are generally 
arithmetical errors. 

Example: The debit side of Khalid's account is overcast by IQD 100000; at the same 
time of the credit side of Khalid's account is also overcast by IQD 100000. 

(7) Errors of Principle 448 suoi 

When a transaction is recorded against the fundamental principles of accounting, it is 
an error of principle. For example, if revenue expenditure is treated as capital expenditure or 
vice-versa. 

(B) Errors disclosed by the Trial Balance — ázzl,Ll lys § CASS elas] 

The agreement of the Trial balance may be affected by one or more of the following 
types of mistakes:- 

(1) Partial omission of a transaction — (352Jl g&l elas] 

If the transaction is recorded in the journal but by mistake it is not posted in the 
ledger, the Trial balance will not agree. 

Example: Cash received from Salem IQD 200000, this amount is entered properly in 


the cash book, but it is not posted to the credit side of Salem’s account. 
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(2) Posting of the wrong amount @lol esd! Lazil 

If posting is made of a wrong amount from journal to ledger, the Trial balance will 
disagree. 

Example: Purchased goods on credit from Hussein IQD 150000, was entered correctly 
in the purchases account, but it is posted by IQD 50000 instead of IQD 150000 to credit side 
of Hussein's account. The credit column of trial balance will be less than the total column by 
IQD 100000 
(3) Posting on the wrong side of a account Glue (ys Las Gale I aol elas] 

When the transaction is posted to the wrong side of an account in the ledger, it causes 
disagreement in the trial balance. 

Example: Amount of IQD 250000 is received as interest, this amount was correctly 
recording in the cash book, but it is entered in the debit side of interest’s account instead of 
credit side in the same account. 

(4) Wrong totaling or balancing swoj sl Rood! «las 

If a ledger account is wrongly totaled up or wrongly balanced, the trial balance will not 
tally. 

B- Rectification of Errors las! eusuas 
(A) Errors affecting one Account 


These types of errors may occur due to the following reasons:- 


(1) Wrong Castings eJ elas] 
(2) Wrong Recording Loil «lal 
(3) Wrong Posting da ÀJ suae 


(4 Wrong balancing duo) elas 
These errors are not difficult to locate. They are located during the course of 
preparation of the trial balance; hence there is no need to pass any journal entry to rectify 
these errors. The error is rectified by giving proper explanatory note or by crossing the wrong 
figure with red ink line and writing the correct figure a above the crossed out figures. 
(B) Errors affecting two or more accounts 
These errors may include the following:- 
Errors of Omission 
Errors of Recording 
Errors of posting to wrong account 
Errors of principle. 
There are three methods to rectify of the errors:- 


1. Long Method Walk) ää JJ} 


72 


Under this method there are four steps to rectify the errors; 


(1) Pass the wrong entry 
(2) Pass the reverse of the wrong entry 
(3) Pass the correct entry 
(4) Combine or reconcile reverse entry and correct entry to find out rectification entry. 
$ Example: 
Rent of IQD 500000 paid to Ismail by cash has been debited to his personal account. 
This type of error is principle, to rectify this error; following procedure is to be adopted. 


Steps of Rectification (2, 3, 4) 











Wrong entry Reverse entry Correct entry Rectification entry 
(1) (2) (3) (4) 
Ismail A/c 500000 Cash A/c Dr 500000 Rent A/c Dr 500000 Rent A/c Dr 500000 
To Cash A/c500000 To Ismail A/c 500000 To Cash A/c 500000 To Ismail A/c 500000 














€ How discover the errors? lasJl Ais AS 

When the trial balance disagrees, the following steps can be taken to discover the error: 

(1) Checkup the totals of both sides of the Trial balance once again. 

(2) See whether any ledger balance has been left out of Trial balance. 

(3) Find the difference between the two totals. 

(4) Divide the difference of trial balance by two. 

(5) See, whether an account leaving the same figure has been recorded wrongly in the 
other column debit as credit or vice -versa. 

(6) Compare the balances entered in the Trial Balance with the balances as disclosed by the 
several ledger accounts. 

(7) See no balance has been omitted while extracting from the ledger. 

(8) See that no debit balance has been taken out as credit or vice - versa. 

(9) Compare the present Trial Balance with that of the previous one and see whether any 
ledger account has been omitted to be included in this year's books. 

(10) Totaling and balancing of all ledger accounts should be redone. If the error is still 
undetected, Checkup all the subsidiary books and their postings. 

(11)Watch all carry forwards and all opening balances with the help of the previous Balance 
Sheet. 
In spite of all the above checks, the errors could not be located, place 


the difference in a suspense account, and tally the Trial balance. But all 


73 





efforts should be made to locate the errors and rectify them as early as possible. 
Short Method épazét) ái bi! 


Under this method, the error is rectified direct by only one accounting entry. The following table 


contains the procedures of correction of the errors. 


4. If an account is wrongly credited Debit that account 


Exercise (14) 





Pass journal entries to rectify the following errors by short method: 

(1) An amount of IQD 780000 paid for erection of Machinery was debited to Wages A/c. 

(2) Credit purchase of goods worth IQD 1500000 from Rahem was wrongly entered to 
Sales A/c. 

(3) Paid Rent IQD 158000 to Kamel was wrongly debited to his personal account. 

(4 An amount of IQD 150000 received as commission was wrongly credited to interest 
Alc. 

(5) Paid general expenses IQD 181000, same were posted to ledgers as IQD 118000. 

(6) An amount of IQD 2500000 received from Nedal was posted to the credit of Nael 
IQD 2500000 

(7) A payment of IQD 650000 for salaries has been posted twice to salaries A/c. 


Rectification of Errors 






Debit Credit 













Particulars IQD IQD 





Machinery A/c Dr 780000 
To Wages A/c 

(Correction of wrong debit given to wages A/c) 

Sales A/c Dr 1500000 

Purchase A/c Dr 1500000 
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Credit 

To Rahem's A/c 3000000 
(Correction of wrong effect given to sales A/c) 
Rent A/c Dr 

To Kamel's A/c 158000 
(Correction of wrong effect given to personal A/c) 
Interest A/c Dr 

To Commission A/c 


(Correction of wrong effect given to interest A/c) 





General expenses A/c Dr 
To Cash A/c 

(Being under debit given to general expenses and 

under credit given to cash A/c corrected ) 

Nael A/c Dr 

To Nedal's A/c 


(Correction of wrong effect given to Nael's A/c) 


















No journal entry is required. This is one side error. 
Here excess debit is given to salaries A/c to the 


Salaries A/c by IQD 650000. 
3. Suspense Account leh) Lud 





Suspense account is an account when the trial balance is shown different between total 
of debit and credit balances that time the suspense account will use temporarily for equal total 
of debit and credit balances for closing the financial statements. 

In case, the debit side exceeds the credit side the difference is put on the credit side of 
suspense account and it is posted on the liability side of the balance sheet. Likewise, if the 
credit side of the trial balance exceeds the debit side, the difference is put on the debit side of 
suspense account and it is posted to the asset side of the balance sheet. It may be noted that 
suspense account is used to rectify those errors which affect the trial balance. 

Exercise (15) 

Upon drawing his Trial balance at the end of 2019, A Trader finds that it shows a short 

debit of IQD 13700000. On checking the books, you find that: 
(1) The Sales Book has been under cast by IQD 5000000. 
(2) The Trial balance does not include the balance at bank of IQD 20000000. 


(3) Discount allowed to customers IQD 300000 has not been posted to their accounts. 
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(4) A credit purchase of IQD 1000000 has not posted to the account of the supplier 
(creditor). 
Required: 
(1)Pass journal entries to rectify the errors. 


(2) Prepare the Suspense A/c. 

















Solution: 
NO. Transactions Dr. IQD Cr. IQD 

Suspense A/c Dr. 5000000 

1 To Sales A/c 5000000 
Bank A/c Dr. 20000000 

2 To Suspense A/c 20000000 
Suspense A/c Dr. 300000 

3 To Customers A/c 300000 
Suspense A/c Dr. 1000000 

4 To Creditors A/c 1000000 














Suspense A/c 











Particulars Amounts Particulars Amounts 
To Balance (b/d) 13700000 By Bank 20000000 
To Sales 5000000 
To Customers 300000 
To Creditors 1000000 
20000000 20000000 




















Exercise (16) 

The Trial Balance of Mr. Ali shows a difference of IQD 689000 in the debit column 
and is made to agree by putting this difference against a suspense account, later the following 
errors were discovered. 

(1) Goods worth IQD 450000 were sold to Rahim on credit. This was recorded in the 
Sales Book but was not posted to Rahim's account in the ledger . 

(2) Goods worth IQD 225000 were returned by Maher. The amount was credited to his 
account but was not entered in the Return Inwards Book. 

(3) Saleem stores paid IQD 660000 but their account was credited for IQD 606000. 

(4) Goods worth IQD 125000 purchased from Shareef were wrongly entered in the Sales 
Book. 

(5) An amount of IQD 220000 owed by Hashim was omitted from the list of Sundry 
Debtors. 

(6) The Purchase Book was overcast by IQD 152000. 
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Required: Rectify the above transactions and prepare a Suspense Account. 


Journal proper 





Date 


Debit 
Particulars L.F 
IQD 
Rahim's A/c Dr 
To Suspense A/c 
(Sale of goods to Rahim on credit now posted to his account) 
Returns Inwards A/c Dr 
To Suspense A/c 
(Returns inwards account was now debited for Returns inwards) 


Suspense A/c Dr 


To Saleem stores 


(Under posting of cash paid by Saleem stores set right) 





Purchases A/c Dr 125000 

Sales A/c Dr 125000 
To Shareef s A/c 

(purchase of goods from Shareef wrongly entered in the Sales Book now set 

right) 

Sundry Debtors A/c Dr 
To Suspense A/c 

( Hashim's debit balance Omitted from debtors set right) 

Suspense A/c Dr 152000 
To Purchases A/c 


(Purchases book overcast by IQD 152000 is set right) 


Suspense A/c 


Date 


es did 


To Balance b/d 689000 By Rahim 
To Saleem Stores 54000 By Returns inwards 


To Purchases 152000 By Sundry Debtors 


895000 
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Credit 
IQD 


152000 








895000 


Terminology Oliva}! 
















































































Account Luo) | Intangible Real A/cs ugok yè dim Sblus 
Accounting cycle A cult d)9) | Journal drag) 
Adjusted trial balance Jass áxmlys lj | Journal entry ig) US 
Adjustment sgu) | Journal proper dol ia 
Adjustment entries guð 593 | Journalizing sas] È Jana 
Analysis of transaction dLoleb! Jule | Ledger Stu deca 
Association Aem «dius | Ledger A/cs Stu) SLL 
Balancing duo! | Legal personal A/cs digi 8 duakd blus 
Bills Payable Book Bw) Gli Jeu | Nominal A/cs drow! Sblus 
Bills Receivable Book QAI Sho dew | Payments cle 43.0 
Cash Discount saul oas) | Personal A/cs uari blu 
Cash Transactions 4483 les | Petty cash book à JI Jes 
Classification ua | Posting dam Jl 
Closing entries Jay 5943 | Purchases Book Ob A deus 
Closing stock öl 57 G93 | Purchases Returns Book Ob AI goyo ow 
Compound Entry Sys 48 | Quantity Discount Asa SJ] eas 
Credit oi» | Real A/c oiie Glas 
Credit Balance olo duo) | Receipts Old s ALI 
Debit oes | Rectification of Errors elas) Cur 
Debit Balance Q4 Xue; | Sales Book eb daw 
Decrease Glass | Sales Returns Book obl Glogd, dow 
Errors slhòl | Simple Entry daca) SI) 
Final A/cs Aum SbLLus | Source documents (ÀJ) Le eolit 
General journal dale dogs | Subsidiary books daclub! SII 
General Rules dale selg | Suspense account Gleb! okul 
Groups personal A/cs Cesena Gblus | Tangible Real A/cs Asse iño SbLucd 





Impersonal A/cs 


darò solu 


Trade Discount 


t was) 














Increase 8555 | Transaction Ales] « dloleb! 
Individual Firm oô dLixe | Trial Balance Áxe Ml ilius 
Opening stock Sub! Jol 39340 | Natural personal A/cs dude) inari) SbLusd| 
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QUESTIONS AND EXERCISES 

















A- QUESTIONS 

1- What is meant by double entry system? 

2- Explain the meaning of an account, and how is it related to the ledger? 

3- Discuss the classification of an account and write an explanatory notes on 

(a) Personal A/c (b) Impersonal A/c (c) Real A/c (d) Nominal A/c. 

4- State the meaning, nature and the classification of the following A/cs. Capital A/c, Cash 
A/c, Stock A/c, Discount A/c, Building A/c, Interest A/c; Loss by fire A/c, Loan A/c, 
Audit fees A/c, Depreciation A/c, Debtor's A/c, and Copyright A/c. 

5- Explain the rules of journalisation for debiting and crediting the personal A/c, Real A/c 
and nominal A/c. 

6- What is a ledger? What is its interest? 

7- What do you mean by an account? Give a specimen of an account? 

8- What do you mean by balancing of an account? 

9- Why are the accounts balanced? 

10- How are the accounts balanced? 

11- Tell whether each of the following accounts is an asset account, a liability account, or a 
stockholders’ equity account: 

No. Accounts No. Accounts 
a. Notes Receivable e. Prepaid Rent 
b. Land f. Insurance Expense 
e Dividends g. Service Revenue 
d. Mortgage Payable 

















12- "Double-entry accounting refers to entering a transaction in both the journal and the 
ledger." Comment on this statement. 

13- What are the rules of double entry for (a) assets, (b) liabilities, and (c) stockholders’ 
equity? 

14- Why are the rules of double entry the same for liabilities and stockholders' equity? 

15- What are the eight steps in analyzing and processing a transaction? 

16- What does a trial balance prove? 

17- In recording entries in a journal, which is written first, the debit or the credit? How is 
indentation used in the journal? 

18- What is the relationship between the journal and the ledger? 


19- Describe each of the following terms: 
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No. Terms No. Terms 
a. Account f. Journalizing 
b. Journal g- Posting 
c. Ledger h. Compound entry 
d. Book of original entry 





20- List the following six items in sequence to illustrate the flow of events through the 


accounting system: 














No. Events No. Events 
a. Analysis of the transaction d. Preparation of the financial statements 
b. Debits and credits posted from the journal to the | e Entry made in the journal 
ledger 
c. Occurrence of the business transaction f Preparation of the trial balance 














21- Tell whether each of the following accounts is an asset, a liability, revenue, expense, or 


none of these: 
































No. Accounts No. Accounts 
a. Accounts Payable e Supplies Expense 
b. Supplies f Accounts Receivable 
c Dividends g Unearned Revenue 
d. Fees Earned h Equipment 





22- Prepare a table with columns of: 

(a) Serial No. of transactions.(b)Two accounts affected (c)Type of account (d) Whether 
debited or credited (e) Reasons, and fill in the necessary details for each of the following 
transactions: 

(1) Started business with IQD 10000000. 

(2) Deposited IQD 5000000 into bank. 

(3) Purchased goods for IQD 4000000. 

(4) Purchased (on credit) goods of IQD 8000000 from Mahmud. 

(5) Sold goods for IQD 8000000. 

(6) Paid rent IQD 500000. 

(7) Received interest IQD 50000. 

(8) Bought (on Credit) Furniture of IQD 500000 from Ibrahim . 

(9) Withdrew IQD 50000 (from office cash) for personal use . 

(10) Returned Furniture of IQD 100000 to Ibrahim. 

23- Prepare a table with columns headed (1) Personal (2) Real (3) Nominal from the fallowing 
accounts:- 

(1) Basrah Oil Company (2) Machinery (3) Al-Rasheed Hospital 

(4) Building (5) Advertising Electricity charges (7) Land (8) Stationery 

(9) Salaries (10) Interest. 
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24 -State with the help of a table which A/c should be debited and which A/c should be 
credited :- (with reasons). 
(1) Started Business with IQD 30000000. 
(2) Opened Bank A/c by depositing IQD 200000. 
(3) Purchased Machinery for IQD 5000000. 
(4) Paid for office stationery IQD 50000. 
(5) Bank collected interest on our investment IQD 400000. 
(6) Paid rent IQD 100 to landlord. 
(7) Sold goods worth IQD 1000000. 
(8) Cash purchases IQD 3000000. 
(9) Cash withdrew for personal use IQD 100000. 
25- Write the two accounts involved in each of the following transactions:- 
(1) IQD 5000000 received from Mr. "X" to start business. 
(2) Deposited IQD 5000000 in the Bank. 
(3) Purchased Furniture for IQD 400000 from Mr.AL-Samawy and company. 
26-From the following transactions find out the accounts involved and their nature:- 
(1) Rent paid IQD 500000 . 
(2) Furniture purchased for cash IQD 350000 . 
(3) Paid to Mahmud IQD 2000000 . 
27- State which account should be debited and which account should be credited from the 
following transactions 
(1) Paid by cheque to Rahim IQD 1500000 . 
(2) Cash withdrawn from the Bank IQD 750000 . 
(3) Received cheque from Mohammed IQD 900000 . 
28- State whether the following statements are True or False . 
(1) Cash discount will not appear in the cash book . 
(2) Purchases returns book is prepared with the help of credit notes . 
(3) Drawings are a nominal account. 
29- Pass journal entries in each of the following cases:- 
(1) Payment made to Rajab IQD 1000000 and he allowed a cash discount of IQD 50000 . 
(2) Cash received from Nasser IQD 800000 and allowed him IQD 50000 as discount. 
30- Select the best answer: 


(1) The amount brought in by the proprietor in the business should be credited to: 
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(a) Cash account. (b) Capital account. (c) Drawings account. 
(2) The amount of salary paid to khaleel should be debited to :- 
(a) Cash account. (b) Salary account. (c) The account of khaleel. 

31- Prepare cash account from the following transactions:- 

(1) 1.1.2020 Purchased goods for cash IQD 2000000 
(2) 5.1.2020 Sold goods for cash IQD 20000000 

(3) 25.1.2020 Paid salaries IQD 3000000 

- Balance the account on 31.1.2020. 

32- State whether the following statements are True or False "Give reasons": 
(1) Real A/c is debited when something is going out from the business. 
(2) Nominal A/c, is A/c of a person. 

(3) Depreciation A/c is a nominal A/c. 

(4) Goodwill A/c is a real A/c . 

(5) Outstanding wages A/c is a nominal A/c . 
(6) Buildings A/c is a personal A/c . 

(7) Advertisement A/c is a nominal A/c . 

(8) Debtor's A/c is a real A/c . 

(9) Bad debts A/c is a personal A/c. 

(10)Printing and stationery A/c is a nominal A/c . 

33- What is the meaning of accounting errors? 

34- Discuss the different types of accounting errors? 

35- What is meant by suspense account? 

36- Discuss the procedure for rectification of errors? 

37-choose the correct answer:- 

(1) The arithmetical accuracy of Book- Keeping is verified in the:- 
(a)Balance Sheet. (b) Trial Balance. 
(c) Cash account. (d) Ledger accounts 
(2) Journal proper is used to record:- 
(a) Adjustment entries. (b) Expenses paid in cash. 
(c) Sale of goods for cash. (d) Discovering of errors. 


(3) An error in a Trial Balance occurs while:- 


(a) Preparing the final accounts. (b) Drawing a trial balance. 

(c) Balancing the ledger accounts. (d) Recording the entries. 
(4) The Trial Balance helps to discover:- 

(a) Error of Omission. (b) Error of Compensation. 

(c) Error of balancing. (d) Error of duplication. 


(5) Trial Balance can be prepared only after:- 


(a) The preparation of balance sheet. 
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(b) Journalisation. 


(c) Extracting balances from the ledger accounts. 


(d) Posting the entries. 


(6) State whether the following statements are True or False: 


(a) A sum of IQD 500000 paid as wages to carpenter for making furniture should be debited 


to repairs account. 


(b) The expenses on carriage of an old Machine purchased for factory should be debited to 


Machine Account 


(c) Compensating errors affect the agreement of the Trial Balance. 


(d) Disagreement of the Trial Balance will affect the preparation of Final accounts. 


(7) Match the columns by writing against the serial numbers of column "A" the 


appropriate letters from column "B". 























No "A" No "B" 

(a) principle Errors 1, One mistake nullifies (_2L) the wrong effect of another. 

(b) Complete omission Errors ak A transaction is not recorded at all books of original entry and in the 
ledge. 

(c) Omission Errors 3. The same transaction is recorded twice in the original books of entry 
and also posting it to the ledger. 

(d) Compensating errors 4. A transaction has been completely omitted to be recorded in the 
books of original entry and in the ledger 

(e) Duplication errors 5. A transaction is recorded against the fundamental principles of 
accounting. 

















38- What are the subsidiary books? 


39- Explain the usefulness of subsidiary books? 


40-Define a Cash Book. Is it a subsidiary Book or a principal Book of accounts, Explain? 


41-Explain the imprest system of petty Cash Book? How it differs from a Cash Book. 


42- Choose the correct answer 


(1) Cash account is credited by: 


(a) Amounts collected cash. 


(c) credit purchases. 


(2) If the total of debits 


(b) Amount paid cash. 


(d) credit sales. 


n the total of credits for(x) account, the balance is debit: 


(a) Less than,(b) More than. (c) Equal. (d) We cannot determine. 
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(3) itis is an individual accounting record of increases and decreases in specific 
asset, liability and owner's equity item. 
(a) Accounting.(b) Transaction, (c) Ledger.(d) Account. 
(4) Accounts that normally have credit balances are: 
(a) assets, expenses, and revenues. 
(b) assets, expenses, and owner's capital. 
(c) assets, liabilities, and owner's drawings. 
(d) Liabilities, Revenues and Capital. 
(5) Which of the following is not part of the recording process? 
(a) Analyzing transactions. 
(b) Entering transactions in journal. 
(c) Preparing a trial balance. 
(d) Posting transactions. 
(6) Transaction Analysis: 
(a) Transfers ledger transaction data to the journal. 
(b) is an optional step in the recording process. 
(c) Transfers journal entries to ledger accounts. 
(d) Normally occurs before journalizing. 
(Zee is a list of accounts with their balances at a given time. 
(a) Journal. (b) Ledger, (c) Trial balance. (d) Posting. 
(8) In subsidiary books: 
(a) Similar transactions are accumulated. 
(b) Record the party that is not similar. 
(c) General journal entries are recorded in general journal books at the end of the period. 
(d) All of the above. 
(9) All the following reveal in bills (notes) payable book except: 
(a) Face value of the bill payable. (b) maturity date. 
(c) client's (customer's) name, Payee. 
(10) The credit side from general journal entry for credit purchases is: 
(a) Purchases A/c. (b) Accounts payable. 
(c) Accounts receivable. (d) Notes payable. 
(11) The Company usually uses a petty cash to: 
(a) pay for major expenses. (b) pay for minor payments. 
(c) collect minor cash receipts. (d) None of all the above. 
(12) All of the following books are credit books except: 
(a) Cash book. (b) purchases returns book. 
(c) credit sales book (d) Notes payable book. 
43- Choose the correct answer 


(1) The claims for outsiders on the entity are: 
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(a) Assets (b) liabilities (c) revenues (d) expenses 
(2) If the capital balance at January 1, 2019 is IQD 6000000, new investments by the 
owner 4000000, and drawings 2000000, net income for 2019 is 3000000, and net 
owner's equity on December 31, 2019 is: 
(a) 7000000 (b) 12000000 (c) 5000000 (d) 11000000 
(3) Additions to fixed assets are: 
(a) Revenue expenditures.(b) debited to a repair expense account.(c) capital 
expenditures.(d) debited to purchases account. 
(4) The entry: 


Purchases A/C Dr xx 
To cash A/C xx 
To Notes payable xx 


(a) is a simple entry, (b) is a compound entry in debit side, (c) is a compound entry in 
credit side, (d) is a compound entry in the two sides. 
(5) All the following are assets except: 
(a) Cash. (b) equipment.(c) accounts receivables.(d) salaries expense. 
(6) A machine, cost IQD 5000000 and the balance of accumulated depreciation IQD 4000000; sold 
cash by IQD 500000, there is: 
(a) Gain IQD 500000.(b) loss IQD 500000.(c) neither gain nor loss. (d) The question is 


insolvable. 


(Traen is not recorded in accounting books. 
(a) Trade discount. (b)Quantity discount. 
(c) Sales discount. (d) Purchases discount 


(8) Which of the following accounts has a debit normal balance? 
(a) Sales. (b) Purchases returns, (c) purchases. (d) Capital. 
(9) If Al-Warkaa' company granted quantity discount for its clients as follows: 
1% 1 IQD -3000000 IQD 
2%3000001 IQD -7000000 IQD 
5% more than IQD 7000000 
The sales for Abass are IQD 5000000 the quantity discount granted to Abass is: 
(a) 70000 (b) 110000 (c) 50000 (d) 130000 
(10) When goods are purchased on credit; the debit side of the entry is: 
(a) Sales. (b) Accounts receivable. 
(c) purchases. (d) Accounts payable. 
(11) State whether the following statements are True or False. 


a. Cash discount will not appear in the cash book. 
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b. Purchases returns are a debit account. 
c. Sales returns are a credit account. 
d. Drawings are a nominal account. 

B- EXERCISES 

1- Record the following transactions in the journal of Walled and prepare the necessary 
ledger accounts and balance them as on 30" April 2020. 

(1) Walled brought cash IQD 10000000 Stock worth IQD 7000000 in to his business 
(2) He purchased office Furniture IQD 200000. 

(3) He bought stationery on credit from Mr. Ismail IQD 50000. 

(4) He sold goods to Ahmed IQD 1000000. 

(5) Received cash from Salam IQD 2000000. 

(6) Paid commission to Osama IQD 25000 

(7) He paid salaries for the Month of March IQD 500000. 

(8) He exchanged furniture for goods worth IQD 200000. 

2- Enter the following transactions in a Journal and prepare Ledger accounts. Also balance 
ledger accounts and draw a Trial Balance on March 2020 (Amounts in IQD 
thousands):- 

March 1.Invested business with cash IQD 25000 

March 5.Deposited in Arab Bank IQD 10000 

March 8.Purchased goods for cash IQD 7000 

March 12. Purchased goods from Arwa IQD 5000 

March 15 Sold goods to Maher IQD 8000 

March 16. Purchased goods from Omer IQD 12000 

March 20. Cash paid to Arwa 4000 

March 22.Received cash from IQD Maher 8000 

March 23.Cash withdrawn from the Bank for office use IQD 5000 
March 24.Purchases made by cheque IQD 2000 


March 25.Cash sales IQD 15000 
March 26.Cash Purchases IQD 8000 
March 27.Paid salaries IQD 2000 


March 29. Paid office rent IQD 1500 
3- Journalize the following transactions and prepare necessary ledger accounts and draw a 
Trial Balance on month of January 2020 (Amounts in IQD thousands):- 
Jan. 1. Started business with cash IQD 15000. 
Jan.2. Sold goods for cash IQD 25000 
Jan.4. Purchased goods from Abdu Rehman IQD 10000 
Jan.6. Purchased goods IQD 5000 
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Jan.12. Cash withdrew from the Bank for Personal use IQD 12000 
Jan.14.Paid to Abdu Rehman IQD 10000 
Jan16.Sold goods to Hytham and received a cheque IQD 7800 
Jan.18.The above cheque deposited in the bank 
Jan.20 Purchased Furniture from Ashraf IQD 2000 
Jan.22. Purchased goods from Ayman IQD 5000 
Jan.25.Borrowed from Ayman IQD 7000 
Jan27. Paid General expenses IQD 2000Jan. 28. Paid wages IQD 100 
Jan30.Purchased Machinery for cash IQD 1500 
Jan.31.Paid wages for the erection of new Machinery IQD 100 
4- The following transactions are occurred during the first half of March 2020 for Al-Jabery 
stores: 
March 1. The stores sold goods to Dahoud on account IQD 10,000000. 
2 .Pay stores rent IQD 1000000 cash. 
3 .Purchased from Akram goods IQD 8000000 on credit. 
4 .Dahoud paid from his account IQD 3000000. 
5 .Purchased good cash IQD 10000000, 10% purchases discount. 
6 .Sold goods cash IQD 20000000, 596 sales discount. 
7 .Purchased goods from Ibrahim IQD 1000000 on account. 
10 .Akram returned goods IQD 3000000. 
11 .Paid telephone expense IQD 500000 cash. 
12 .Dahoud paid IQD 2000000 cash. 
13 .Purchased a car from Hyundai Co. IQD 5000000 on account. 
15. Al-Jabery stores signed a promissory note for Hunday IQD 2000000 and paid the rest 
cash. 
Required: 
(1) Post the above cash transactions to cash book. 
(2) prepare: 
™ Credit sales book. 
™ Sales returns book, 


™ Credit purchases book. 


™ Purchases returns book. 
(3) Record the general journal entries for totals in (2) above. 
Required: enter the above transactions into proper subsidiary books on Jan. 30 and 
posting into the Ledger. 
5- Enter the following transactions in Subsidiary Books and post them into ledger and 
prepare a Trial balance on 30 - 6 - 2020. 
- June 3 Purchased goods from Murad IQD 400000. 
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- June 5 Sold goods to Dawud IQD 420000. 
- June 6 Returned goods to Murad IQD 40000. 
- June 8 Kareem purchased goods from us IQD 200000. 
- June 10 Received goods returned by Dawud IQD 25000 . 
- June 12 Emad sold goods to us IQD 300000. 
- June 13 Sold goods to Nayeem IQD 250000. 
- June 18 Returned to Emad goods IQD 30000. 
- June 20 Kareem returned goods IQD 20000. 
- June 29 Kareem Purchased goods from us for IQD 100000. 
- June 30 Saleem purchased goods from us IQD 75 000. 
6- Record the following transactions in the proper subsidiary Books and prepare necessary 
ledger accounts: 
- 2020 April 1 Purchased goods from Rasheed IQD 40000000. 
- April 1 Rahman sold us goods IQD 500000. 
- April 3 Bought goods from Arkan IQD 750000. 
- April 4 Sent invoice to Waleed IQD 200000. 
- April 5 Returned goods to Rahman IQD 100000. 
- April 8 Purchased goods from Ashraf IQD 500000. 
- April 10 Received an invoice from Mousa IQD 700000. 
- April 14 Sent credit note to Ashraf for IQD 100000 for goods returned. 
- April 17 Sold goods to Raheem IQD 1000000 less 1096 Trade discount. 
- April 25 Raheem returned goods to us IQD 250000. 
- April 26 Returned goods to Ashraf IQD 50000. 
- April 28 Purchased Typewriter IQD 250000. 
- April 30 Bought goods from Ahmad for cash IQD 1200000. 


7- Enter the following transactions in the proper subsidiary Books and prepare necessary 
ledger accounts: 


- 2020 Feb. 1 Purchased goods from Ibrahim IQD 400000. 
- Feb. 2 Bought goods from Ayman IQD 300000. 

- Feb. 4 Sold goods to Ahmed IQD 250000. 

- Feb. 6 Ahmed returned goods IQD 50000. 

- Feb. 8 Sold goods to Muhand IQD 400000. 

- Feb. 9 Salaman sold goods to us IQD 800000. 

- Feb. 10Ahmed returned goods to us IQD 25000. 

- Feb. 12 Sold goods to Talal IQD 1000000. 

- Feb. 14 Bought goods from Nour IQD1350000. 

- Feb. 15 Sold goods to Bilal IQD 500000. 
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- Feb. 15 Returned goods to Salaman IQD 50000. 
- Feb. 25 Ayman received goods returned by us IQD 100000. 


8- Enter the following transactions in Purchases Book. Sales Book and Returns Books of 


Ahmed &Co., and prepare necessary ledger accounts: 


- 2020 March 1 Bought from Shafiq goods worth IQD IQD 2000000 less 5% trade 


discount. 

- March 2 Bought office furniture for cash IQD 500000. 

- March 3 Ibrahim sold to us goods IQD 400000. 

- March 4 Sold goods for IQD 5000000. 

- March 5 Sold goods to Mahmud worth IQD 500000. 

- March 8 Made cash purchases IQD 250000. 

- March 10 Returned goods to Ibrahim IQD 100000. 

- March 15 Goods returned by Mahmud IQD 250000. 

- March 20 Withdrew from the bank for meeting office expenses IQD 225000. 

- March 25 Purchased goods from Ismail IQD 400000. 

- March 28 Paid for advertisement IQD 50000. 

- March 30 Sold goods to Eyman IQD 450000. 

9- You are asked to record the following transactions in the subsidiary Books of Rassoul & 

Co., and post them to the respective ledger accounts: 

- 2020 April 1 Purchased goods worth IQD 30000000 less 596 trade Discount from 
Amman Brothers 

- April 2 invoiced goods worth IQD 15000000 less 5% trade Discount to Mohamed & 
Co. 

- April 5 Returned goods to Bagdad Brothers IQD 3000000 (gross value) as they were 
defective. 

- April 7 Raissan invoiced goods to us IQD 25000000 on 396 Trade Discount. 

- April 14 Returned goods us by Mohamed & Co., IQD 2000000 (gross value). 

- April 25 received an order for the supply of goods for IQD 20000000 from Rassoul 
&Co. 

- April 28 placed a purchase order with Khalid & Co., for the supply of goods for IQD 
10000000. 

10- Enter the following transactions in the Cash Book for the month of March 2020, and 
post them into the ledger: 
- 2020 March 1 Commenced business with IQD 10000000. 
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- March 5 Purchased goods from Rahman for cash IQD 5000000. 
- March 9 Purchased goods from Nasser on credit IQD 3500000. 


- March 11 Sold goods to Jameel for cash IQD 5000000. 

- March 15 Purchased stationery for office IQD 50000. 

- March 16 Paid to Abdul Nasser on account IQD 2000000. 
- March 20 Received commission IQD 75000. 

- March 24 Paid for advertisement IQD 50000. 

- March 28 Paid for Rent IQD 250000. 

- March 30 Paid for Salaries IQD 1000000. 


- March 31 deposited in bank all cash after retaining IQD 20000 at hand. 


11- The following is cash account 



































Cash A/c 
Particulars manns Particulars monate 
IQD IQD 

Balance June, 2019 3000000 by Ahmad 1000000 

To sales 2000000 by purchases 3000000 

To capital 3500000 by telephone expenses 100000 

To Falih 500000 

Required: 


1- Find the balance of cash account. 

2- Record the above entries showed 
transactions. 

3- Is Ahmad a supplier or a customer? Why? 


4- Is Falih a supplier or a customer? Why? 


in cash account and then write their 


12- Find out the Mistakes in the following journal entries and rearrange the wrong entries:- 





No Particulars 


Dr Cr 





Cash A/c Dr 
1 To Rent A/c 
(Being the rent paid) 


XX 





Cash A/c Dr 
2 To Salman's A/c 


(Being the cash withdrawn for personal use) 





Capital A/c Dr 
3 To Drawings A/c 


(Being the cash withdrawn for personal use). 




















- Answers to questions (37): 





No a 





(1) x 





(2) x 
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(3) 





(4) 





(5) 





(6) 


false 


false 


false 


true 








(7) 














-Answers to question (42) 





No. 
























































-Answers to questions (43): 





No 





(1) 





(2) 





(3) 





(4) 





(5) 





(6) 





(7) 





(8) 





(9) 





(10) 


x 








(11) 





False 





False 





False 





True 





SOD EOE 
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CHAPTER 


(3) 
ACCOUNTING FOR 


FIXED ASSETS AND DEPRECIATION 
J6.5NIg. SU Jose! deulore 

Financial accounting has basic elements such as assets, liabilities, owners' equity, 
revenues, expenses and net income (or net loss) which are related to the economic resources. 
Similarly, balance sheet which displays financial position of a business has basic elements such 
as assets, liabilities and owners' equity. 

Most assets lose their value over time, in other words they depreciate, and must be 
replaced once the end of their useful life is reached. There are several accounting methods that 
are used in order to write off an asset's depreciation cost over the period of its useful life. 

1- ACCOUNTING FOR FIXED ASSETS 
A- Definition of Assets( Glogegb!) Ugo! cà; so 

Financial Accounting Standards Board (FASB) defines assets in SFAC (6) as "probable 
future and economic benefits obtained or controlled by a particular entity as a result of past 
transactions or events." 

Accounting Principles Board" (APB) statement No. (4) defined assets as: 

Economic resources of an enterprise that are recognized and measured in 
conformity with Generally Accepted Accounting Principles (GAPP) including certain 
deferred changes that are not resources. 

According to the FASB, an asset has three essential characteristics: 

(1) An asset embodies (43) a probable future benefit that involves a capacity, singly or 
in combination with other assets, to contribute directly or indirectly to future net cash 
inflows. 

(2) A particular entity can obtain the benefit and control others access to it. 

(3) The transaction or other event giving rise to the entity's right to or control of the 


benefit has already occurred. 
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If just one of these characteristics is missing (59840), one may not recognize an 
accounting asset. 
B- Definition and Classification of Fixed Assets 

dW) Ugo) Aduaig cà s 

(1) Definition of fixed assets 4uW Ugo! Was js 

Fixed assets are assets that are held by a firm for use in the production or supply of 
goods and services, and not intended for sale with the ordinary course of business. Whether an 
asset is a fixed asset or not depends on the purpose for which it is held. For example, the land 
on which a company's factory is build is a fixed asset. However, if it plans to use land property 
development, it will be a current asset. The intention of the owner in holding an asset 
determines its classification as a fixed or current asset. 
(2) Classification of fixed assets util Joel iuas 

Fixed assets also referred to as long-lived assets or long-term assets are often divided 
into tangible and intangible categories. 

- Tangible assets (dugolk! Ugo! (are fixed assets that have a physical existence and can be 
seen and felt ((woole9 3 5^), and include land, buildings equipment, and vehicles. 

- Intangible assets (4ugolk! yè Jg¥l), are fixed assets that haven't a physical existence. 
They represent legal rights or economic benefits. Trademarks and goodwill etc. are 
examples of intangible assets. 

- Nature Resources (à.s.44Jl 394l), are fixed assets which must be depletion during a 
specific period, for example the Mines of gold, iron, coal etc. 

The following figure shows the kinds of assets which are determined on it's the 


depreciation in different organizations: 
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Figure (3-1) 
Tangible Assets, Intangible Assets, and 





Natural Resources 


| 
| | | 

















Tangible Assets Intangible Assets Natural Resources 
* Determining the cost of plant | «Accounting for intangibles * Acquisition cost 
asset *Research and development costs e Depletion 

* Depreciation *Financial statements 

*Expenditures during useful life presentation 

Plant asset disposal 

















(3) Use ofa fixed asset Cull Lo! Jhi 
During the life of plant assets, two important issues arise: 

(a) How to allocate the cost amount to periods benefited? In other words, the selection of 
appropriate depreciation method of an asset. 

(b) Accounting for costs incurred subsequent to acquisition: The continued use of fixed 
assets will require further outlays for their kept. Most of these costs are in the nature of 
maintenance and repairs and should be expensed as incurred or charged to overhead and 
hence to production, as appropriate. 

(4) Cost of a fixed assets — &5UJI dee! àAIS 

The cost of a fixed asset represents the sum of all costs necessary to make the asset 
ready for intended use (L854) JU sa). 
$ Example: 

Machine was purchased for IQD 3000000 cash, IQD 100000 was paid as charges of 
wages and installation IQD 300000, the estimated total working capacity of machine is 150000 
hours and salvage value is IQD 100000. 


Required:- Compute the machine cost and pass the journal entry. 
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Solution: 


(1) Cost of Machine = 3000000 + 100000 + 300000 = IQD 3400000 
(2) Journal entry 





Date 


Particulars 


Debit IQD 


Credit IQD 





Machine A/c Dr. 
To Cash A/c 





3400000 





3400000 











C- Determination of Fixed Assets Costs &tJI Joey! 4S Glue 

The cost of a fixed asset comprises its purchase price, import duties and taxes of a 
purchase and any directly attributable cost (4S4. Xl dal!) of bringing the asset to working 
condition for its intended use. 

Directly attributable costs include items like stamp duty (UJI e)) and registration 
fees for transfer of title to land or building, commission for purchase, cost of site preparation, 
freight, installation costs such as foundations for plant, and professional fees. 

As a rule, expenditures that result in future economic benefits are added as part of the 
assets cost, or capitalized, while expenditures that do not result in improving the service 
potential of the asset are charged to current revenue. For example, the customs duty paid on 
an imported machine is capitalized as it is a necessary part of the cost of the machine, but if 
the machine is damaged during installation, the cost of repairing it is not capitalized. 
$ Example: 

Suppose the costs associated with a machine on January 18, 2020 are: 

List price IQD 2000000; Trade discount IQD 100000; Taxes IQD 400000 Transit 
insurance IQD 12000; Freight IQD 40000; Installation charges IQD 120000. 


The cost of acquisition of the machine would be computed as follows: 

















Date Particulars IQD IQD 

List price 2000000 

Less: Trade discount (100000) 

Net price 1900000 

Add: 

Taxes 400000 

Transit insurance 12000 

Freight 40000 

Installation charges 120000 
572000 
2472000 
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The Journal entry to record the acquisition of the machine is as follow: 





Date 


Particulars 


Dr. Cr 





Jan. 18 Machinery A/c Dr. 


To Cash A/c 


dud 5) 








(Acquisition of machine and incidental expenditures. L& La. s 





2472000 
2472000 











It is important to know how to differentiate between capital expenses and revenue 


expenses. 


Table (3-1): Differences between capital expenses and revenue expenses. 


























The point of Revenue expenses Capital expenditures 
yo: comparison dole Cay Lab! Adlai JI Las Lal 

de The period cover One year or operation More than one year 
cycle whichever is longer 

2. The amount of expense | Small amount compare to the asset’s | Big amount comparing to asset’s 
cost cost 

3. Accounting treatment Charge on revenue as a period cost It never appears in income statement 

at the end of the year, but capitalized 

4. The need For continuation of asset's utility | Increase productivity or betterment 

such as maintenance of an asset 











D- Disposal of Fixed Assets 


AW Joe b Grail! 


When fixed assets wear out or become obsolete, they are no longer useful in a business. 


They are scrapped sold, or exchanged for new assets. On the disposal of an asset, the cost as 


well as the accumulated depreciation of the asset is removed from the books. Seldom is the 


disposal value of an asset equal to its book value, so it is usually necessary to recognize the 


gain or loss on disposal. 


(1) Calculation of Gains or Losses on the Sale of Fixed Assets 
dull Joey Re plus gi wwe luis! 


When the fixed assets like machinery and furniture are sold, it is necessary for the 


business to calculate the gain or loss that results due to the disposal. The following entries are 


required in this connection: 


Gain or Loss on the sale of assets is calculated as follow: 























No. Particulars IQD 
- Amount realized on the sale of the asset xxx 
- Total Depreciation calculated on the sale of the asset till the date of its disposal xxx 
- Total Realization of the asset Xxx 
- Less Total Cost of the asset (xxx) 
- Gain / Loss XXX 
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Rule (61518): If the total realization is more than the total cost, there will be a gain and 


if the total realization is less than cost, there will be a loss. 








Date Particulars IQD IQD 
1. When the asset is sold: 
Cash A/c Dr. XXX 
To Asset A/c XXX 


(Being the asset sold and amount realized) 





2. For Depreciation to be provided from the beginning of the financial year 
to the date of sale: 
Depreciation A/c Dr. 

To Asset A/c XXX 


(Being the Provision of depreciation till the date of sale) XXX 





3. When there is a profit on the sale of the asset: 
Gain on the Sale Asset A/c Dr. XXX 

To P &L A/c XXX 
(Being the gain on the sale of the asset) 





4. When there is a loss on the sale of a particular asset: 
P&L A/c Dr. 
To Loss on the Sale of Asset A/c XXX 





(Being the loss on the sale of the asset) XXX 

















$ Example: 

Assume that an item of equipment acquired at cost of IQD 600000 was discarded on 
D. July, 2020. On 31", December 2019, the balance of accumulated depreciation was IQD 
450000. The depreciation expense on the every item at the date of discarding amounted to 


IQD 100000. The following entries should be passed to recording thereof: 














Date Particulars Debit Credit 
1st July. 2020 Depreciation Expense. - Equipment A/c — Dr. 100000 
To Accumulated Depreciation - Equipment A/c 100000 
(Being record current depreciation on equipment discarded) 
31st Dec. | Accumulated Depreciation z Equipment Alc Dr. | 550000 
2020 Loss Equipment disposal A/c Dr. 50000 
To Equipment A/c 600000 
(Being write off equipment discarded) 
31st ,Dec. | Profit and Loss A/c Dr. 150000 
2020 To Loss on equipment disposed A/c 50000 
To Depreciation Expense - equipment A/c 100000 


(Being transferring the result (Loss) of equipment disposal & 


depreciation expense. to P & L) 


(2) Sale of Fixed Assets — &5UJI dee RS 




















When plant assets are sold, gain or loss on the disposal is computed by 


comparing the book value with the amount received from the sale. A sale 
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price in excess of the book value produces a gain; a sale price below the book value produces a 
loss. These gains or losses should be reported separately in the income statement or profit and 
loss account at the end of the period. 

Rule: If the selling price is more than the book value of the asset, the transaction results 
is gain .Alternatively if the selling price is less than the book value of the asset, the result will 
be loss. 
$ Example: 

Assume a car that cost IQD 20000000 and has a book value of IQD 4000000 is sold for 
IQD 5000000. The journal entry to record this disposal is as follow: 








Date Particulars Dr. Cr. 
Cash Alce Dr. 5000000 
Accumulated Depreciation: Car A/c Dr. 16000000 
To Car A/c 20000000 
To Gain on Disposal of Car A/c 1000000 
(To record sale of car at a price above book value). 




















$ Example: 
Assume that the same car is sold for IQD 2000000. The journal entry, in this case, 


would be as follows: 




















Date Particulars Dr. Cr. 
Cash Alc Dr. 2000000 
Accumulated Depreciation: Car A/c Dr. 16000000 
Loss on Disposal of Car A/c Dr. 2000000 
To Car A/c 20000000 
(To record sale of car at a price below book value) 








Note: The disposal of a plant asset at a price equal to book value would result in 


neither a gain nor a loss. 








$ Example: 
Assume that the same car is sold for IQD 4000000: 
Date Particulars Dr. Cr. 
Cash A/c Dr 4000000 
Accumulated Depreciation: Car A/c Dr 16000000 
To Car Alc 20000000 




















Exercise (1) 

If a car costing IQD 4500000 was sold on 1", April, 2020 by IQD 700000 cash. The 
balance of accumulated depreciation - car on 31" December, 2019 is IQD 3000000. The annual 
depreciation is IQD 1000000. The entries for sale in the journal are: 


101 























Date Particulars Debit Credit 
r, April, | Depreciation Expense - Car A/c Dr. 250000 
2020 To Accumulated Depreciation - Car A/c 250000 
(Being record depreciation on car sold from 1" Jan to 1" April, 
2020) 
15 April, | Accumulated Depreciation. - car A/c Dr. 3250000 
2020 Loss on Car Sold (disposed) A/c Dr. 550000 
Cash A/c Dr. 700000 
To Car A/c 4500000 
(Being sold car by IQD 700000 cash (Less than book value) 
b April, | Profit and Loss A/c Dr. 800000 
2020 To Loss on Car sold (disposed) A/c 550000 
To Depreciation Expense. - car A/c 250000 
(Close of Loss on car sold and depreciation expense of car in P & L 
A/c) 








If the selling price is more than the book value of the car, the result is gain. This will be 


illustrated in the following exercise. 


$ Example: 


Assume the same car in the previous exercise was sold by IQD 2000000 in cash. The 


entries which should be passed in journal are stated below: 

















Date Particulars Debit IQD Credit IQD 
1st, Accumulated Depreciation - Car A/c Dr. 3250000 
April, Cash A/c Dr. 2000000 
2020 To Gain on Car sold (disposal) A/c 750000 
To Car A/c 4500000 
(Being record depreciation on car sold) 











At the end of the year, we should transfer gain on car sold to Profit and Loss A/c as 








follow 
Date Particulars Debit IQD Credit IQD 
31", Gain on Car sold (disposal) A/c Dr. 750000 
Dec To Profit and Loss A/c 750000 
2020 (Transferred of Gain on Car sold to P & L A/c) 

















E- Intangible Assets dugolbl ne Joel 


The purchase of an intangible asset is a special kind of capital expenditure. An 


intangible asset is long term, but it has no physical substance. Its value comes from the 


long-term rights or advantages it offers to its owner. The most common examples 


(patents, copyrights, leaseholds, leasehold improvements, trademarks and brand 


names, franchises, licenses, and goodwill) are described in Table below. Some current 


assets, such as accounts receivable and certain prepaid expenses, have no physical 
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substance, but they are not classified as intangible assets because they are short term. 


Intangible assets are both long term and nonphysical. 


The accounting issues connected with intangible assets are the same as those connected 


with other long-lived assets. The Accounting Principles Board (APB), in its Opinion No. 17, 


lists them as follows: 


(1) 
(2) 


Determining an initial carrying amount. 


Accounting for that amount after acquisition under normal business conditions -that 


is, through periodic write-off or amortization- in a manner similar to depreciation. 


(3) 


Accounting for that amount if the value declines substantially and permanently. 


Table (3-2): Accounting for Intangible Assets 




















TYPE Description ACCOUNTING TREATMENT 
Patent AN EXCLUSIVE RIGHT GRANTED BY THE GOVERNMENT | THE COST OF SUCCESSFULLY DEFENDING A PATENT IN A PATENT 
8slp 
FOR A PERIOD OF 17 YEARS TO MAKE A PARTICULAR | INFRINGEMENT SUIT IS ADDED TO THE ACQUISITION COST OF 
glis 
PRODUCT OR USE A SPECIFIC PROCESS. THE PATENT. AMORTIZE OVER THE USEFUL LIFE, WHICH MAY BE 
LESS THAN THE LEGAL LIFE OF 17 YEARS. 
Copyright AN EXCLUSIVE RIGHT GRANTED BY THE GOVERNMENT TO | RECORD AT ACQUISITION COST AND AMORTIZE OVER THE 
às 
" THE POSSESSOR TO PUBLISH AND SELL LITERARY, MUSICAL, | USEFUL LIFE, WHICH IS OFTEN MUCH SHORTER THAN THE LEGAL 
asta) 
OR OTHER ARTISTIC MATERIALS FOR A PERIOD OF THE | LIFE, BUT NOT TO EXCEED 40 YEARS. FOR EXAMPLE, THE COST OF 
AUTHOR'S LIFE PLUS 50 YEARS; INCLUDES COMPUTER | PAPERBACK RIGHTS TO A POPULAR NOVEL WOULD TYPICALLY BE 
PROGRAMS. AMORTIZED OVER A USEFUL LIFE OF TWO TO FOUR YEARS. 
Leaschdd A RIGHT TO OCCUPY LAND OR BUILDINGS UNDER A LONG- | DEBIT LEASEHOLD FOR THE AMOUNT OF THE RENTAL PAYMENT, 
gie TERM RENTAL CONTRACT. FOR EXAMPLE, COMPANY A, 
! > ^ | AND AMORTIZE IT OVER THE REMAINING LIFE OF THE LEASE. 
WHICH OWNS BUT DOES NOT WANT TO USE A PRIME 
PAYMENTS TO THE LESSOR DURING THE LIFE OF THE LEASE 
RETAIL LOCATION, SELLS OR SUBLEASES COMPANY B THE 
SHOULD BE DEBITED TO LEASE EXPENSE. 
RIGHT TO USE IT FOR TEN YEARS IN RETURN FOR ONE OR 
MORE RENTAL PAYMENTS. COMPANY B HAS PURCHASED 
LEASEHOLD. 
Leaschdd IMPROVEMENTS TO leased PROPERTY THAT BECOME THE | DEBIT LEASEHOLD IMPROVEMENTS FOR THE COST OF IMPROVEMENTS, 
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TYPE Description ACCOUNTING TREATMENT 
Oluni PROPERTY OF THE LESSOR (THE PERSON WHO OWNS THE | AND AMORTIZE THE COST OF THE IMPROVEMENTS OVER THE 
oz Ul 
PROPERTY) AT THE END OF THE LEASE. REMAINING LIFE OF THE LEASE. 
Trademark, A REGISTERED SYMBOL OR NAME THAT CAN BE USED ONLY | Debit Trademark or Brand Name for the acquisition cost, and 


brand name 


BY ITS OWNER TO IDENTIFY A PRODUCT OR SERVICE. 


amortize it over a reasonable life, not to exceed 40 years. 








slows ShI 
EE 
Franchise, A RIGHT TO AN EXCLUSIVE TERRITORY OR MARKET, OR | Debit Franchise or License for the acquisition cost, and 
license THE RIGHT TO USE A FORMULA, TECHNIQUE, PROCESS, OR amortize it over a reasonable life, not to exceed 40 years. 
asl jlo | DESIGN. 
THE EXCESS OF THE COST OF A GROUP OF ASSETS | Debit Goodwill for the acquisition cost, and amotze it over a 
Goodwill (USUALLY A BUSINESS) OVER THE FAIR MARKET VALUE OF | reasonable life, not to exceed 40 years. 
eb Sac THE NET ASSETS IF PURCHASED INDIVIDUALLY. 














$ Goodwill Job! d 48 


For accounting purposes, the term goodwill refers to the difference between the value 
of the business entity as a whole and the sum of the valuations of its identifiable parts, the 
increased earning power represented by goodwill is attributed to a variety of unidentifiable 
factors (i.e. superior management, more desirable location, substantial consumer following, 
etc.) which, by their very natures, would never appear on a company's books. There are two 
methods for determination the value of goodwill: 

- capitalizing of the earnings gb 3I dew 

- Total Evaluation oli] endl 
$ Example: 

AL-Rafidein Industries (4.481) Glelro) is for sale, and its balance sheet shows the 
following: Total Assets, including cash, receivables, inventories and fixed assets, IQD 100000; 
Total Liabilities (all current), IQD 20000; Stockholders’ Equity, IQD 80000. Annual earnings 
of IQD 15000 (after taxes and owners’ salaries) are expected to continue indefinitely. Thus, the 
business can be valued as a whole, as a going concern, rather than according to the value of its 
collective assets. 

Required: How much money need be invested now to earn IQD 


15000 annually? If it is known that similar investments can earn a 1096 
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return, the necessary investment is computed by capitalizing the earnings of AL-Rafidein: 


IQD 15000 = 10% -IQD 150000. 

As a result, AL-Rafidein's value as a going- concern (IQD 150000) differs from the sum 
of its identifiable parts (IQD 80000) by IQD 70000. 

The term goodwill is widely used by businesspeople, lawyers, and the public to mean 
different things. In most cases goodwill is taken to mean the good reputation of a company. 
From an accounting standpoint, goodwill exists when purchased pays more for business than 
the fair market value of the net assets if purchased separately because the purchaser has paid 
more than the fair market value of the physical assets, there must be intangible assets. 

Goodwill, as stated, should not be recorded unless it is paid for in connection with the 
purchase of a whole business. The amount to be recorded as goodwill can be determined by 
writing the identifiable net assets up to their fair market values at the time of purchase and 
subtracting the total from purchase price. 
$ Example: 

Assume that the owners of company (A) agree to sell the company for IQD 11400000. 
If the net assets (total assets - total liabilities) are fairly valued at IQD 10000000, than the 
amount of the goodwill is IQD 1400000 (11400000 - 10000000). If the fair market value of the 
net assets is later determined to be more or less than IQD 10000000, an entry is made in the 
accounting recorders to adjust the assets to the fair market value. The goodwill would than 
represent the difference between the adjusted net assets and the purchase price of IQD 
11400000. 

Exercise (2) 

AL-Bassmah Co. of furniture was purchased AL-Jamal Co. at 15/1/2020 for cash IQD 
950000 (Amounts in 1000 Thousands) .The balance sheet of AL-Jamal Co. was showed as 
follow: 

Assets: Cash 50000, Bank 250000, Debtors 350000, Inventory 700000, Fixed Assets 
1950000. 

Liabilities and Owner's Equity: Current Liabilities 800000, Capital 1700000, Retained 
Earnings 800000. 


The fair market value of AL-Jamal Co. is estimated by specialists as follow: 


m Current Assets: Cash 50000, Bank 250000, Debtors 350000, Inventory 720000. 
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™ Fixed Assets: Land 75000, Buildings 500000, Machines 400000, Equipment 50000. 

Required: Compute the goodwill. 

Solution: 
Total Assets = Current Assets + Fixed Assets 
= 1370000 + 1025000 = 2395000 

Fair market value of net Assets = Total Assets — Current Liabilities 

2395000 - 800000 

1595000 

Goodwill = Fair Market Value of Net Assets - Cost Price 

1595000 - 950000 

645000 
2- ACCOUNTING FOR DEPRECIATION 

(dV I) SEY! &culouo 

The term of depreciation is used to describe the expense that results from the loss of 
usefulness of an asset due to age, wear and tear, and obsolescence. This adjustment spreads 
(e4s€j93) the cost of an asset over its useful life. Calculate the yearly amount, then the 
monthly. Some examples would be: office equipment, store equipment, automobile, delivery 
truck, etc. Land is never depreciated since it is considered permanent and is assumed to last 
forever (41 JI). Depreciation only refers to the allocation of an asset’s cost over its estimated 
useful life. 

The costs are allocated in a rational and systematic manner as depreciation expense to 
each period in which the asset is used, beginning when the asset is placed in service. Generally 
this involves four criteria: 

- cost of the asset, 

- expected salvage value of the asset, 

- estimated useful life of the asset, and 

- a method of apportioning the cost over such life. 

A- Definition of Depreciation GSI a ps 

The most accepted definition of depreciation is that it is a systematic and rational 
method of allocating costs to period in which benefits are received. The net result of charging 
depreciation is to bring down that value of an asset either to zero or to a very nominal figure 
as the asset becomes useless after some period. 

Depreciation is the process of allocating to expense the cost of plant asset over its 


useful (service) life in a rational and systematic manner. 
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Depreciation is always recorded by debiting an expense account named Depreciation 
Expense and crediting an account called a "Contra Account" (means opposite or offsetting). 
The balance of this contra asset account is a credit the opposite of an asset account. 

B- Treatment of Depreciation 36-3]. ásJlss 

Once a business has decided which method of depreciation is to be used, and the rate 
to be applied, the next step is to record the entries in the accounting books. There are two 
different method of doing this accounting treatment: the direct Traditional method and 
indirect or modern method. 

(1) Traditional Method (Direct Method) dill s] dad] äi JJ] 

Here a fixed asset account is maintained for each class of assets, and the amounts 

provided as depreciation for each year are credited to the fixed asset account. A journal entry 


to be made for depreciation expense whenever needed is stated below: 








Date Particulars Dr. IQD Cr. IQD 
31.12.2019 Depreciation Expenses A/c Dr XXX 
To Fixed Asset account Alc XXX 


(Being Annual depreciation charged) 





31. 12.2019 Profit and Loss A/c Dr. XXX 
To Depreciation Expense A/c XXX 


(Being Depreciation expense closed to profit and Loss) 




















The Profit and Loss Account extract for each years, using the same example figures as 
before, will appear as: 

Profit and Loss A/c For the year ending 31st, December 2019 

Dr. Cr. 


Particulars IQD IQD Particulars IQD IQD 


























To Depreciation Expense on Machinery XXX 








In Balance Sheet Statement, the fixed asset appears with net book value i.e. cost minus 
depreciation made up to the end of the period. Referring to the same example, the machine 
appears in the balance sheet as follows: 


Balance sheet as at 31/12/20xx........ 





(2) Modern Method (Indirect Method) à UJ yé gÍ isol dà; JI 


This method uses three separate accounts: 
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(a) A fixed asset account, which records the cost of the asset when a acquired. 
(b) Accumulated Depreciation Account, which records the amount of depreciation set 
aside year since the date of acquisition. 
(c) Depreciation Expense Account which shows the fall in the value of the asset occurred 
within a year. 
Depreciation is recorded by charging expense and crediting accumulated depreciation, 
à contra - asset account. 


The entry passed in journal according to this method is as follows: 

















Date Particulars Dr. IQD Cr. IQD 
31/12 Depreciation Expense A/c Dr. XXX 
To Accumulated Depreciation A/c Xxx 











At the end of the period, the depreciation expense is charged to the Profit and Loss 


Account as follows: 





Date Particulars Dr. IQD Cr. IQD 


31/12 





Profit and Loss A/c Dr. XXX 


XXX 

















To Depreciation Expense A/c 





In the financial statements of the business entity, the depreciation expenses account is 
closed in the profit and Loss account. The balance sheet also shows the fixed asset in historical 


cost and net book value (i.e. historical cost minus the balance of accumulated depreciation) as 


follows: 


Balance Sheet as at 31/12/20xx. 







Liabilities 





Fixed Assets (cost) 





(-) Accumulated Dep. 





Presentation of fixed assets in the balance sheet: 


























Particulars Amount Amount 
Gold mine 15000000 
less / a cumulated depletion (5000000) 10000000 
Equipments 3500000 
less / accumulated depreciation (1500000) 2000000 
Total property, plant, and equipment 12000000 
Intangibles 
Goodwill 3000000 
Total 15000000 








- Important Notes dogo Gla> So 
(1) All necessary costs incurred in making the fixed assets ready for its intended use are 
debited to the asset account. 


(2) Plant asset disposal: 
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Date Particulars Debit Credit 
A- Retirement (JoY! ole! ): 
Accumulated depreciation Machine A/c Dr. 10090 
To Machine A/c 10990. 
B- Sale of plant asset at gain: 
Cash A/c Dr. 5000 
Accumulated depreciation A/c Dr. 15000 
To Machine A/c 17000 
To Gain on disposal A/c 3000 
c- Exchange of plant asset at loss 20000 
Machine A/c (new) Dr. 15000 
Accumulated dep. A/c Dr. 5000 
Loss on disposal A/c Dr. 
To machine (old) A/c 30000 
To cash A/c 10000 




















(3) Good will is the value of all favorable attributes that relate to a business. Good will is 
recorded only when there is an exchange transaction that involves the purchase of an 
entire business. 
$ Example: 

Nader Co. had a plant cost of 600000 IQD was discarded on 1" July 2020. On 31* 
December 2019, the balance of accumulated depreciation was 450000 IQD .The depreciation 
expenses at the date of discarding amounted to 100000 IQD. 


Required:- Record the journal entries on the year 2020 and closing entries. 














Solution: 
Date Particulars Dr. Cr. 
1/7/2020 Depreciation exp. of Plant A/c 100000 
To Accumulated Depreciation of Plant A/c 100000 
1/7/2020 Accumulated Depreciation of Plant A/c Dr. 550000 
Loss of capital" disposal" A/c — Dr. 50000 
To plant A/c 600000 
31/12/2020 Profit and Loss A/c Dr. 150000 
To Loss Capital "disposal" A/c 50000 
To Depreciation exp. of Plant A/c 100000 




















C- Determination Methods of Depreciation a643NI ul bb 

There are several methods for calculating depreciation, generally based on either the 
passage of time or the level of activity (or use) of the asset. The following are the main 
methods of providing depreciation: 


1) Fixed Percentage on original cost or straight line method or equal installment method. 
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2) Declining Balance (DB) method or (The Diminishing Balance Method or Reducing 
Balance Method ) 
3) Sum -of-the- years - digits (SYD) Method. 
4) Units of production method (units of activity) 
5) Machine - hour rate Method. 
6) Revaluation Method. 
7) Depletion Method. 
(1) Straight - line (SL) method or Fixed Installment Method 
CoU] twit) ii yb 
Under this Method a fixed sum is written off every year by using the total cost of the 
asset. At the end of the useful life of the asset, the balance in that asset account will be equal to 
its residual value (442b) à..3J]). 
An equal amount of depreciable cost is allocated to each period, by means of this 


formula: 








[Historical Cost (HC) - Salvage Value(SV) +[ Estimated Useful Life (EUL) 




















$ Example: 

ABC Company purchased a machine for IQD 10000 estimated useful life 5 years, no 
salvage value. The company use straight depreciation method. 

Required: Find the amount of depreciation for each year of the useful and record a 
journal entry for depreciation by using in direct method. 
Solution: 

SL. dep. = HC-SV + EUL 

10000 - 0 + 5 = 2000 IQD 











Date Particulars Dr.IQD Cr.IQD 
Depreciation expense, Machines A/c Dr. 2000 
To Accumulated depreciation, Machines A/c 2000 

















The table below summarized the book value and accumulated depreciation at the end 


of each year. 




















Year Cost Depreciation Accumulated Depreciation Book Value 
1 10000 2000 2000 8000 
2 10000 2000 4000 6000 
3 10000 2000 6000 4000 
4 10000 2000 8000 2000 
5 10000 2000 10000 Zero 























Once rate of depreciation is derived it can be applied every year to calculate amount of 
depreciation as follows: 


1) When asset is used for full year: 
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Depreciation Amount - Original Cost x Rate of Depreciation. 





2) When asset is used for part a year: 





Depreciation Amount = Original Cost x Rate of Depreciation — xPeriod of Use. 


- Advantages: Ult! 











1) Itisa simple method to understand. 
2) The value of the asset at the end will be scrap value. 
3) Theannual charge to profit and loss account is same for all the years. 
- Disadvantages: Yy 
1) It is complicated when new asset is purchased during a year, as new calculations are to 
be made for the new asset. 
2) There is no provision for the replacement of the asset when it is worn - out (Jb 
5824). 
3) This method does not take into account seasonal fluctuations like booms (glo) 85-3) or 
depression or number of fluctuations. 
Exercise (3) 
Ismail brothers acquired a machine on 1* July 2019 at a cost of IQD 28000 and spent 
IQD 2000 on its repairs and erection. The firm writes off depreciation at 1096 of the original 
cost every year. The books are closed on 31" December of each year. 
Required: Show the machinery account and Depreciation account for the first five 
years. Also show how the annual Depreciation will be transferred to Profit and Loss Account 
every year assuming that the annual accounts are closed on 31" December every year. 


Machinery Account 





























Date Particulars IQD Date Particulars IQD 
1/7/2019 To Cash 28000 31/12/2019 By Depreciation 1500 
1/7/2019 To Cash 2000 (30000 x 1096 x6/12) 

By Balance c/d 28500 
30000 30000 
1/1/2020 To Balance b/d 28500 31/12/2020 By Depreciation 3000 
(30000 x 1096 x 1) 
31/12/2020 By Balance c/d 25500 
28500 28500 
1/1/2021 To Balance b/d 25500 31/12/2021 By Depreciation 3000 
(30000 x 1096 x 1) 
31/12/2021 By Balance c/d 22500 
25500 25500 
1/1/2022 To Balance b/d 22500 31/12/2022 By Depreciation 3000 























111 

























































































Date Particulars IQD Date Particulars IQD 
(30000 x 1096 x 1) 
31/12/2022 By Balance c/d 19500 
22500 22500 
1/1/2023 To Balance b/d 19500 31/12/2023 By Depreciation 3000 
(30000 x 1096 x 1) 
31/12/2023 By Balance c/d 16500 
19500 19500 
Depreciation A/c 
Date Particulars IQD Date Particulars IQD 
31/12/2019 To Machinery A/c 1500 31/12/ 2019 By P & L A/c 1500 
1500 1500 
31/12/2020 To Machinery A/c 3000 31/12/2020 By P & L A/c 3000 
3000 3000 
31/12/2021 To Machinery A/c 3000 31/12/2021 By P & L A/c 3000 
3000 3000 
31/12/2022 To Machinery A/c 3000 31/12/2022 By P & L A/c 3000 
3000 3000 
31/12/2023 To Machinery A/c 3000 31/12/2023 By P & L A/c 3000 
3000 3000 
Profit and Loss A/c 
Date Particulars IQD Date Particulars IQD 
31/12/2019 To Depreciation 1500 
31/12/2020 To Depreciation 3000 
31/12/2021 To Depreciation 3000 
31/12/2022 To Depreciation 3000 
31/12/2023 To Depreciation 3000 





























2- Declining Balance (DB) method or (The Diminishing Balance Method or Reducing Balance 
Method) yalah) huil äis pb 
Under this method a fixed depreciation rate is applied every year to the book value (i.e. 


declining balance) of the asset on the diminishing balance of the account. 








DB depreciation = Fixed Depreciation Rate x (Cost - Accumulated Depreciation) 

















Sometimes, the double of straight line rate is used. 
Every year depreciation can be calculated as follows: 


1) On the balance brought down in the beginning of the year. 





Depreciaion Amount = Opening Balance of Asset x Rate of Depreciation. 





2) On the new purchase made during the current year: 





Depreciation Amount = Original cost of new purchases x Rate of Depreciation x period of use in current year. 
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- Advantages — Ult 
1) The charge to profit and loss A/c over the life of the asset remains equal, considering 
the charges for repairs and renewals. 
2) There is no need for fresh calculations in case there is an addition to the asset, unless 
such addition is made in the middle of the year. 
3) It is also a simple method to operate. 


- Disadvantages wg 


1) The book value of an asset will never become zero. 

2) It is quite difficult to ascertain correct rate of depreciation. 

3) It does not consider the question of interest on the capital outlay involved. 
$ Example: 


A machine is purchased at IQD 10000 the useful life is 10 year the company decided to 
use double declining balance method. 
Required: Find depreciation for the first three years. 
Fixed depreciation rate = 1-N = 1 + 10 = 10% 
Double declining rate = 2x10% = 2096 














M Book value at the Depreciation Depreciation Book value at the end 
beginning of the year rate Amount of the year 
1 10000 2096 2000 8000 
2 8000 2096 1600 6400 
6400 2096 1280 5120 























The cumulated deprecation at the end of the second year finds out the balance of 
accumulated depreciation at the end of the year? 

> Find depreciation amount for the next three years? 

Exercise (4) 

A firm purchased on 1“ January 2020 equipment for 120000 IQD, on 1* July in the 
same year. Additional equipment was purchased costing 150000 IQD .The useful life is 5 years 
for the equipment which purchased on 1* January, and 4 years for the equipment purchased 
on July. 

Required: assume the company use double declining balance method. 

(1) Compute the depreciation expenses for the equipment which purchased on January for 
the five years. 
(2) Compute the depreciation expenses for equipment which purchased on July for the 
first three years. 
Solution: 
(1) The equipment which purchased on 1* January 2020. 
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Fixed Depreciation Rate = 1/n = 1/5 = 20% 


Double Declining rate = 2 x 20% = 40% 
































Book value at the beginning Depreciation Depreciation Book value at the end of 
oo of the year Rate amount the year 
1 120000 40% 48000 72000 
2 72000 4096 28800 43200 
3 43200 4096 17280 25920 
4 25920 4096 10368 15552 
5 15552 4096 6220,8 9331,2 
(2) The equipment which purchased on 1* July 2020. 
Fixed Depreciation Rate = 1/n = 1/4 = 25% 
Double Declining rate = 2 x 25% = 50% 
Book value at the beginning Depreciation Depreciation Book value at the end 
AN of the year Rate amount of the year 
1 150000 5096 37500 112500 
2 112500 5096 56250 56250 
3 56250 5096 28125 28125 























3- Sum -of-the- Years - Digits (SYD) «Jl el £392 di yb 
A decreasing fraction is applied each year to the depreciable cost (ie. HC - SV). The 


denominator of the fraction is obtained by adding the number of years of estimated useful life. 


$ Example: 


Assume that the estimated useful life for a fixed asset is 4 years and its cost IQD 12000; 


the salvage value is IQD 2000. 


Required :- Compute the depreciation for the four years. 


Solution: 


The denominator is 4 + 3+ 2 + 1-10 
































Explanation Calculation IQD 
Depreciation for the first year (12000 - 2000)x (4+ 10) 4000 
Depreciation for the second year 10000x(3+ 10) 3000 
Depreciation for the third year 10000x(2+ 10) 2000 
Depreciation for the fourth year 10000x(1- 10) 1000 
HC-SV 10000 
* Salvage value 2000 
Historical Cost 12000 
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The accounting treatment by the indirect method for the first year as follow: 























Date Particulars Dr. IQD Cr. IQD 
Depreciation expense A/c Dr. 4000 
To Accumulated Dep. A/c 4000 
At the end of the first year: 
Date Particulars Dr. IQD Cr. IQD 
P&L. A/c Dr. 4000 
To Depreciation expense A/c 4000 




















Exercise (5) 

Walled Company bought furniture on 1/1/2020 by 400000 IQD cash ,estimated 
useful life 5 years , the salvage value 10000 IQD . 

Required :- Compute the depreciation for the 5 years and prepare the journal entries, 
for the year 2020, assume :- 

1) The company use Straight-Line depreciation method. 

2) The company use Sum of the Years Digits (S Y D) method. 
Solution: 

(1) First Assumption: The Company use straight -line depreciation method. 
S.L Depreciation = (Historical Cost - Salvage Value) + Estimated useful life. 
(400000 - 10000) + 5 years = 78000 IQD / year 























Date Particulars Dr e 
IQD 
1/1/2020 Furniture A/c Dr. 400000 
To cash A/c 400000 
31/12/2020 Depreciation A/c Dr. 78000 
To Accumulated Depreciation A/c 78000 
31/12/2020 P. & L. A/c Dr. 78000 
To Depreciation A/c 78000 











(2) Second Assumption: The company use Sum of the Years Digits (S Y D) method. 


The denominator is: 544434241 = 15 






































No Explanation Calculation IQD 
1 Depreciation of the first year (2020) (5/15)x(400000-10000) 130000 
2 Depreciation of the second year (2021) (4/15)x(400000-10000) 104000 
3 Depreciation of the third year (2022) (3/15)x(400000-10000) 78000 
4 Depreciation of the fourth year (2023) (2/15)x(400000-10000) 52000 
5 Depreciation of the fifth year (2016) (1/15)x(400000-10000) 26000 

HC-SV 390000 
+SV 10000 
HC 400000 











The entries for the first year: 
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Date Particulars Dr.IQD Cr.IQD 
31/12/2020 Depreciation A/c Dr. 130000 
To Accumulated Depreciation A/c 130000 
31/12/2020 P. & L. A/c Dr 130000 
To Depreciation A/c 130000 





4- Units of production method (units of activity) gY clas s ái, b 








Depreciation per Unit= [Cost - Salvage] - Estimated Units of Production 




















$ Example: 
A company purchased a car at IQD 12000 its salvage value is IQD 2000, the number of 
kilometers estimated during the useful life is 100000 km. 
Required: Compute depreciation amount for the first two years if it went 20000 km, 
15000 km respectively. 
Solution: 
Depreciation per kilometer (12000 - 2000) + 100000 = 0.10 IQD per km. 
Depreciation for the first year = 20000 x 0.10 = 2000 IQD 
Depreciation for the second year = 15000 x 0.10 = 15000 IQD 
5-Machine Hours Rate Method ài] Glelu Juzo dis b 
The total operating hours estimated for the duration of the effective working life of the 


machine are divided into the cost of the machine less estimated scrap value. 





Depreciation Per hour = (Cost of the Machine - Scrap Value)+ Machine Hours 
- Advantages: bI% 











(1) This is highly suitable for factories where production is based on the hours of work of 
the machines, e.g. cotton textiles, Jute etc. 

(2) This is the simplest and scientific Method of Depreciation of Machineries in factories 
working in shifts and where strikes and lockouts are expected on account of labor 
unrest (UII). 

Example: 

Abdul- Rahman & Co., acquired a machine on ic April 2019 at a cost of IQD 30000, 
the cost of installation being IQD 10000, It is expected that the life of the machinery will be 
the 20000 hours, the machine worked for 1500 hours During the year 2019, and the machine 
worked for 2500 hours during 2020. 

Required: Write up the machinery account for 2019 and 2020(Amounts in IQD 
Thousands). 
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Solution: 
Cost of machine = 30000 + 10000 = IQD 40000 


Depreciation per hour- Cost Machine +Machine hours 

(30000 + 10000)+ 20000 = IQD 2 per hour 

Depreciation for 2019 = 1500 x 2 = IQD 3000 

Depreciation for 2020 = 2500 x 2 = IQD 5000 
Machinery Account 

















Date Particulars IQD Date Particulars IQD 
1/4/2019 To Cash (30000 + | 40000 31/12/2019 By Depreciation 3000 
10000) (1500 x 2) 

31/12/2019 By Balance c/d 37000 

40000 40000 
1/1/2020 To Balance b/d 37000 31/12/2020 By Depreciation (2500 x | 5000 

2) 
31/12/2020 By Balance c/d 32000 
37000 37000 


























5- Revaluation Method ( pasā) punt Sole] dà, Jo 
Loose tools, the stocks of which fluctuate from period to period rather arbitrarily and 
cattle, hourses etc., the value of which depends on knowledgeable judgement, are usually 


revalued each year by someone competent to do so. 








Depreciation = Opening balance of every year - Closing balance of every year. 


- Advantages — Ulli 








1. Simplest method to understand. 
2. Highly suitable for certain special types of assets like loose tools, livestock, crates, 
packages etc. 
- Disadvantages Wo! 
1. Revaluation is to be made by the individuals and the estimates of individuals may go 
wrong. 
2. Revaluation is based on market value which is not stable. 
$ Example: 
A firm started is business in 2017. The bottles bought and their estimated values in 


various years are given below: 











2017 2018 2019 
Particulars 
IQD IQD IQD 
Bottles bought 12000 7200 9900 
Estimated Value on 31st Dec 9400 9300 11000 




















Required : Prepare the bottles account from 2018 to 2019. 
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Solution: 


Bottles Account 





























Date Particulars IQD Date Particulars IQD 
1/1/2017 To cash 12000 31/12/2017 By Depreciation 2600 
By Balance c/d 9400 
12000 12000 
1/1/2018 To Balance b/d 9400 31 /12 /2018 By Depreciation 7300 
1/1/2018 To cash 7200 By Balance c/d 9300 
16600 16600 
1/1/2019 To Balance b/d 9300 31/12/2019 By Deprecation 8200 
1/1/2019 To cash 9900 By Balance c/d 11000 
19200 19200 
1/1/2020 To Balance b/d 11000 


























6- Depletion Method JMeeVyI ái» b 
This method is also called as "Out-Put Method". It is highly suitable for physical assets 
like mineral deposits oil and gas resources. Depletion for each unit extracted is determined as 


follows: 





Depletion per unit = [Acquisition cost -Residual Value] + (Estimated life in terms of production units). 











$ Example: 
A Mine was acquired on 1“ July 2018 at a cost of IQD 1000000, it was expected that it 


would yield 200000 tonnes of coal. The actual output was. 


2018 20000 tonnes 
2019 30000 tonnes 
2020 40000 tonnes 


Required: Write up the Mine Account for three years using the depletion method of 
depreciation. 
Solution: 

Depletion per tonne- [Cost of Mine- Residual Value]+ Estimated Output 

= (1000000 - Zero) + 200000 

Depletion per tonne- IQD 5 per tonne 

Depletion for 2018 = 5 x 20000 tonnes = IQD 100000 and so on for other years. 








Dr. Mine Account Cr. 
Date Particulars IQD Date Particulars IQD 
1/1/2018 To Cash 1000000 31/12/2018 By Depletion (20000 x 5) 100000 
31/12/2018 By Balance c/d 900000 
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1000000 1000000 
1/1/2019 To Balance b/d |900000 31/12/2019 By Depletion (30000 x 5) 150000 
31/12/2019 By Balance c/d 750000 
900000 900000 
1/1/2020 To Balance b/d |750000 31/12/2020 By Depletion (40000 x 5) 200000 
31/12/2020 By Balance c/d 550000 
750000 750000 
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Terminology cat! 































































































Accounting Principles A. sole (gol | Incidental expenditures dude a) Las 
Accumulated Depreciation SI xb! 56.59! | Installation charges awl) Las baa 
Acquisition cost LYI dalS | Installation costs eel] AIS 
Advantages LL) | Intangible assets Ausale yé Joel 
Book value à; x8.) doi) | Leasehold pola 
Brand name gI ew! | Leasehold improvements jo laud Glew’ 
Capital expenditures Jkl asao | License oaa JI 
Capitalizing ále.; | Loss S) 
Copyright Jbl 35i» | Machine Hours Rate 4S UI Glelw Jas 
Declining Balance ual tuo) | Nature Resources duu dylg0 
Depletion JMeu.eN! | Obsolescence ela) 
Depreciation 649! | Original Cost dalol dals 
Diminishing Balance uld 412 JI | Patent glo 8slp 
Disadvantages Usd} | Physical assets dole Sql 
Disposal awl o) Grad! | Plant assets 456 Joel 
Earnings eb VI] Rate of Depreciation 659! Jass 
Economic resources dyslaz8I syll] | Reducing Balance yale Jo; 
Estimated life gäil pox] | Research and pails Cowl 
development 
Estimated Useful Life $44All 8L.2J]! | Residual Value AR dol 
Evaluation exit! | Retirement deus! 
Expenditures cà lal! | Revaluation äl Sole] 
Fair Market Value Vols) 4435.1 dois] | Revenue expenses doll cà las 
Financial Accounting 4JUl diwlet! | Rule duc’ 
FASB A slo] joli] ules | Salvage value polis! dod 
Fixed assets dx! Ugo! | Straight - line cob hus 
Fixed Installment Cold! hail | Sum-of-the-Years- Digits Opa) | ejl ate 
Franchise jlacY! | Tangible assets Lugole Jool 
Gain wih) | Trademark ds led dye 
GAAP logos Uorshl folbl | Units of production el olas 
Goodwill dadl 8,42 | Wear and Tear Jiaxiwb uus 
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QUESTIONS AND EXERCISES 


A- Questions 
1- Choose the correct answer of the following statements:- 
(1) Prepaid rent is account: 
(a) a revenue (b) an expense (c) a liability (d) an asset. 
(2) All of the following are assets except: 
(a) Prepaid expenses (b) Notes receivable (c) Marketable securities 
(d) Interest revenue. 
(3) The amount collected when asset is disposed is: 
(a) Depreciation amount (b) the cost of fixed asset (c) useful life (d) salvage value. 
(4) All of the following are assets except: 
(a) Inventory (b) Buildings (c) salaries expense (d) prepaid expenses. 
(5) The claims for outsiders on the entity are: 
(a) Expenses (b) revenues (c) liabilities (d) assets. 
(6) When a computer is purchased on credit, we credit: 
(a) Computer (b) Accounts payable (c) purchases (d) Notes receivable. 
(7) All the following accounts have debit normal balance except: 
(a)Gains (b) expenses (c) assets (d) losses. 
(8) An office supply is accounted: 
(a) an asset (b) an expense (c) a revenue (d) a liability. 

2- Choose the correct answer of the following statements 

(1) Expenses incurred in the formation of a business are called (a) start-up costs, (b) 
organization costs, (c) beginning costs, (d) official costs. 

(2) The difference between the value of the business as a whole and the values of its identi- 
fiable parts is called (a) goodwill, (b) negative goodwill, (c) appreciation, (d) unrealized 
gain. 

(3) The exclusive right to conduct particular activities in a given area is called (a) an 
exclusive right, (b) a lease, (c) a covenant, (d) a franchise. 

(4) Goodwill should be written off (a) over 5 years, (b) over 10 years, (c) over period 
benefited, not exceeding 40 years, (d) against retained earnings. 

(5) A covenant not to compete means that (a) the buyer will have to live in a different 
territory, (b) the seller will not engage in the same business in that territory for a 
specified period, (c) a contract has been signed, {d) the seller will never open the same 


type of business. 
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3- State whether each of the following statements is ^True or false":- 
(1) Assets are always valued at market price as per the basis of the going concern concept. 
(2) It is not necessary to depreciate a building if is not in use. 
(3) Depreciation increases the value of asset as well as increases the profit of the year. 
(4) Installation charges incurred on machinery is capital expenditure. 
(5) The balance of all the prepaid expenses in the ledger will be credit. 
(6) An expenditure which will benefit the future period is capital expenditure. 
(7) Adjustment entries are made at the time of closing the business every day. 
(8) Freehold land never depreciation. 
4- What is depreciation? Explain the causes of depreciation. 
5- Explain the various methods of depreciation. 
6- What are the basic factors for calculation of depreciation? 
7- Write short notes on : 
- Revaluation method of Depreciation. 
- Machine Hour Rate Method. 
- Depletion Method of Depreciation 
8- Write a short note on Depreciation Accounting dealing with the two most popular 
methods of Depreciation? 
9- Discuss the disposal methods of fixed assets? 
10- Choose the correct answers: 
(1) Samawah refinery purchased a machine and the following costs were incurred: 
- Cash price IQD 30000 
- Insurance during transit IQD 2000 
- Installation IQD 1000 
The amount should be recorded at the cost of the machine is: 
(a) 30000 (b) 32000 (c) 33000 (d) none of all the above. 
> If the cost of equipment is IQD 56000 purchased on January 1, 2017, the estimated 
salvage value is IQD 6000 and an estimated useful life is 5 years. Answer the questions (2), (3): 
(2) If straight line method of depreciation is used the balance of accumulated depreciation 
at December 31, 2019 is: 
(a) 10000 (b)20000 = (c)11200  (d)22400 
(3) If we record depreciation for the year 2017, we debit: 
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(a) Deprecation expense IQD 10000 
(b) Accumulated depreciation IQD 10000 
(c) Equipment IQD 10000 (d) Deprecation expense IQD 20000 
(4) Deprecation is the process of: 
(a) Cost allocation (b) Valuation (c) Cash accumulation (d) None of all the above. 
(5) The amount collected when the asset is disposed is.............. 
(a) The cost of fixed asset (b) Useful life (c) Salvage value (d) Depreciation amount 
(6) The cost of equipment purchased is IQD 60000, fixed Depreciation 
rate 20%. The depreciation amount of the second year if the double declining balance 
method is used is: 
(a) 14400 (b) 12000 (c)24000 (d) 18000 
11- Point out correct alternatives: 
(1) Depreciation arises from. 
(a) Physical wear and tear. 
(b) Fall in the value of money. 
(c) Fall in the market value of asset. 
(d) Fall in the life of asset. 
(2) Depreciation is a process of 
(a) Valuation (b) Allocation 
(c) Both valuation and allocation (d) None of these 
(3) The main objective of providing depreciation is: 
(a) To calculate true profit. 
(b) To reduce tax burden. 
(c) To show the true financial position in the balance sheet. 
(d) To provide funds for replacement of fixed assets. 
(4) Under the Diminishing Balance Method of charging depreciation. 
(a) Increases every year 
(b) Decreases every year 
(c) Is constant every year 
(d) Accumulation every year. 
(5) The amount of depreciation charged on machinery will be to 
(a) Cash account 
(b) Machinery account 
(c) Depreciation account 
12- State whether the following statements are true or false 
(1) Profit cannot be computed properly depreciation is provided. 


(2) Itis not necessary to depreciate a building if it is not in use. 
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(3) 
(4) 
(5) 
(6) 
(7) 
(8) 
(9) 
(10) 


Depreciation increases the value of asset as well as increases the profit of the year. 

A repair to machinery is revenue expenditure. 

Installation charges incurred on machinery is capital expenditure. 

Under Reducing Balance Method value of fixed asset is reduced to zero. 

Depreciation is not charged by loss making business. 

Freehold land never depreciates. 

Under Fixed installment method, amount of depreciation remains constant. 

The profit or loss on sale of fixed asset can be ascertained only after the depreciation 


is calculated. 


13- Fill the following blanks: 


(1) 
(2) 
(3) 


(4) 


(5) 


(6) 
(7) 
(8) 
(9) 
(10) 
(11) 
(12) 


Under RR method, amount of depreciation changes every year. 
Depreciation amount remains........... under fixed installment method. 
The amount of depreciation goes on decreasing every year under the 


quante method of depreciation. 

At the end of every year the balance of depreciation account is transferred 
tO oec ens ttes Account. 

Under the.....................— method of depreciation, the amount of 


depreciation does not change from year to year. 


Under .................. method, the cost of asset cannot be reduced to zero. 
Amount spent on installation of a new machinery is a................. expenditure. 
Depreciation = Cost an asset less....... + Estimated life of an Asset 

Under the........... method the amount of depreciation remains constant every year. 
Wages paid for installation of machinery should be debited to.......... account. 
Under ........ Method depreciation is calculated on written down value. 

Balance of depreciation A/c is transferred to............. Alc. 


B- EXERCISES 


1- If Cement company imported a machine from Jordan and paid the following by 


cheques: 
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Invoice price IQD 27000 

Shipping costs IQD 3000 

Installation cost IQD 5000 
Required: 

(1) Record the purchase process in Journal of Cement Company. 

(2) If the depreciation is 1096 straight line method. Find the amount of depreciation for the 
first year and record the entry. 

(3) Show the effect of depreciation on income statement and on balance-sheet. 

2- The cost of buildings is IQD 105000 accumulated depreciation is IQD 55000. 

(a) What is the book value at that date? 
(b) Ifthe building is sold at IQD 60000 cash. Record this transaction. 

3- Abdul Rahman Brothers purchased a machinery on 1“ January 2019 for IQD 10000. 
They decided to depreciate the machinery by straight Line Method. Show the 
machinery account for the first 3 years. 

4- Hameed Brothers purchased machinery on 1“ January 2021 for IQD 50000.They 
decided to depreciate the machinery by 596 following diminishing balance method, 
show the machinery account from the above particulars for the first four years. 

5- On 1* January 2021, a machine was purchased for IQD 80000 Rate of depreciation is 
1096 per annum. Prepare machine account for three years when depreciation is charged 
under fixed installment method. 

6- Textile Company purchased furniture on following dates: 

1-4-2020 IQD 20000 

1-7-2020 IQD 30000 

1 -10- 2020 IQD 10000 

They charge depreciation @ 10% p.a. under straight line method. The accounting closes 
on 31st March every year. 

Required: Show the furniture A/c and depreciation A/c for the years 2019 - 2020, 2020 
- 2020 & 2020 -2021. 

7- AL-Quds & Co. Purchased machinery costing IQD 60000 on 1" March, 2019 
Installation charges amounted to IQD 15000. The estimated working life of the 
machine is 5 years. The scrap value at the end is estimated at IQD 5000. The Company 
closes its books of accounts on 31" March every year. 

Required: Prepare Machinery A/c & Depreciation A/c for the year 2019 - 2020, 2020 - 
2021 & 2021 - 2022. Also give Journal entries for the year 2019 - 2020. 
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8- Abdul- Salam and Company acquired a machine on 1" April 2019 at a cost of IQD 
60000, the cost of installation being IQD 20000. It is expected that the life of the 
machinery will be 40000 hours, during 2019 the machine worked for 3000 hours and 
during 2020 the machine worked for 2500 hours. 

Write up the machinery account for 2019 and 2020 using Machine hour rate method of 
depreciation. 

9- The Minerals LTD. acquired a coal mine at a cost of IQD 16000 on 1" January 2017.The 
expected total output of coal will be 500000 tones. The actual output was as follows: 
2017: 20000 tones 2018: 40000 tones, 2019: 30000 tones. 

Write up the mines account for 2017, 2018 and 2019 using Depletion Method of 
Depreciation. 


10- Mahmud stores acquired following assets on various date during the period 2017. 
— o f o ee 
Cost (IQD) 

Salvage (IQD) 


Estimated life (years) 


Acquisition Date 





Using each 1 -Straight Line Method 2 - Diminishing balance method to compute the 
annual depreciation, and depreciation expense for the periods 2017, 2018 and 2019, and pass 
depreciation entries for each asset every period. 

11- Machine was purchased for IQD 2000000 cash. IQD 800000 was paid as freight and 
shipment charges of and IQD 1700000 was also paid as charges of installation. The 
estimated total working capacity of machine is 100000 hours, and salvage is IQD 
1000000. 

Required: 

(D Compute the machine cost. 

(2) Compute depreciation expenses of the machine in case in worked for 15000 hours 
during the first year of its life, and 20000 hours during the second year. 

(3) Pass the acquisition and depreciation entries in the Journal. 

(4) Assume that by the second years ending, the machine was traded-in by equipment is 
similar .The cash boot paid for the exchange is IQD 13000000, and the fair value of the 


machine is estimated to be IQD 4000000. Record the trade-in transaction in journal. 
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® Answer to Questions No. (1), (2), (3) 





















































No. (1) (2) (3) (4) (5) (6) (7) (8) 
1 d d d c c b a a 
2 b a d c Dz - amr. nkeeme © f iem 
3 False True False True False True False True 
® Answers to questions No.: (10), (11), (12) 

No. (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) 
10 c b a a c à. x — |o [xp 
11 a b d b b^ ue —l|leEe- dex. ow OY eee 
12 T: Ti F. F. T Le T. T. T. T. 
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CHAPTER 


(4) 


CURRENT ASSETS 
Volaxbl Joey 

Current assets represent the value of all assets that are reasonably expected to be 
converted into cash within one year in the normal course of business. Current assets include 
inventory, accounts receivable, marketable securities, cash, prepaid expenses and other 
liquid assets that can be readily converted to cash. In personal finance, current assets are all 
assets that a person can readily convert to cash to pay Accrued debts and cover liabilities 
without having to sell fixed assets. In other words, current assets are anything of value that is 
highly liquid. 

1- ACCOUNTING FOR INVENTORY 403554! diwlove 

A merchandising business or retail store is mainly involved in selling goods. The 
merchandise it has on hand for resale is called inventory. Inventory is classified as a current 
asset since it will be converted into cash within one year. For a manufacturing business, three 
types of inventories exist: raw materials, goods in process, and finished goods. 

Inventories represent one of the most important elements of a business. Much of a 
company's resources are invested in this asset, which is usually its chief source of revenue. In 
recent years, accountants have given much consideration to the primary inventory problems of 
(1) determining quantity and (2) determining the value, which are discussed here in this 
subject. 

A- Classes of inventories ¢j9 33h] uel 

In a merchandising business at the retail or wholesale level, inventories consist of goods 
held for sale in the same form as purchased and are designated merchandise inventory. A 
manufacturing business, in contrast, has several types of inventories: finished goods, goods in 
process and raw materials. 

(1) Finished Goods do áe Las 
Finished goods are completed products awaiting sale. All costs (i.e. those 


for raw materials, direct labor and manufacturing overhead) have been 
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incurred. Finished parts of assemblies purchased or produced for use in the completed 
product, however, are classified as raw materials. 
(2) Goods in Process desc co áe Las 

Goods in process or work in process consists of partly completed goods. Generally, the 


cost of raw material, direct labor and manufacturing overhead applied to date can be identified 
and included in the cost of goods in process. 
(3) Raw Materials dug) Ago 

Raw materials may be obtained directly from natural resources or from production. 
Thus, they may be produced by the company manufacturing the finished product or 
purchased as the finished product of another company. Raw materials cost includes the 
purchase price, freight, receiving, storage and/or other charges necessary to make the finished 
goods ready for use. Factory supplies are auxiliary materials that do not become an integral 
part of the finished product, such as cleaning supplies, lubricating oils and fuels. 
B- Inventory Systems | 39555l 5, shi 

The two principal systems for determining the inventory quantities on hand are the 
periodic system and the perpetual system. Both systems may be used simultaneously by 
companies with different classes of inventory. 
(1) Periodic inventory system gjg! 352J! pl 

Under a periodic inventory system, no entries are made to the inventory account 
during the period. Thus, acquisitions of inventory goods are debited to "Purchases" while 
issuances are not recorded, so that at any point of time the balance in the inventory account 
reflects the amount of the beginning of the period. At the end of each accounting period, the 
cost of inventory (unsold units) is determined by counting units of each product on hand, 
multiplying the count for each product by its cost, and adding costs of various products. Cost 
of goods sold (CGS) is a residual amount obtained by subtracting the ending inventory from 
the sum of beginning inventory and purchases. 
€ Example: 

The balance of inventory as of Dec, 31, 2019 is IQD 6000000 For Zain Company. The 
total amount of purchases on account is IQD 54000000. In June, 30, 2020the inventory is 
counted and priced, its value is IQD 10000000. The sales for the period are IQD 75000000 on 


credit. 
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Required: Record the transactions in the general Journal of Zain's Company if this 


Company used a periodic inventory system. 















































Find gross profit for that company by preparing the first part of income statement. 
$ Entries: 
Date particulars Debit Credit 
Jan.- June 2020 Purchases A/c Dr. 54000000 
To Accounts payable A/c 54000000 
Jan.- June 2020 Accounts receivable A/c Dr. 75000000 
To Sales A/c 75000000 
30^ , June, 2020 Ending inventory A/c Dr. 10000000 
To Income summary 10000000 
€ Income statement 
Income statement of Zain's company 
for the period ended.............. 
Particulars IQD IQD 
Sales 75000000 
Less: cost of goods sold 
Beginning inventory 6000000 
+ Cost of purchases 54000000 
Cost of goods available for sale 60000000 
less: Ending inventory (10000000) (50000000) 
Gross profit 25000000 











(2) Perpetual inventory system poth) 3,2Jl pls 


Under the perpetual inventory system, a continuous record is maintained of items 


entering into and issued from inventory. The balance in the inventory account at any time 


reveals the inventory that should be on hand. Furthermore, cost of goods sold can be directly 


obtained from the inventory records. 


In other words, the perpetual inventory is an inventory system in which an individual 


record is kept for each product of the units on hand at the beginning, the units purchased, the 


units sold, and the new balance after each purchase or sale. 


When the company uses a perpetual inventory system, the entries are as follow: 








No Particulars Dr. IQD Cr. IQD 
- The company purchased goods, the entry is: 
1 Stores (Inventory) control A/c Dr. XXX 
To accounts payable A/c XXX 
(Purchase goods on credit) 
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No Particulars Dr. IQD Cr. IQD 





- The company sold goods, the entry is: 





2 Cost of goods sold A/c Dr. Xxx 
To stores (Inventory) control A/c XXX 
Accounts receivables A/c Dr. XXX 

3 To Sales revenues A/c XXX 


(Sell goods on credit) 





Sales returns and allowances A/c Dr. XXX 
4 To accounts receivables A/c XXX 


(Return goods sold on credit) 








Accounts payable A/c Dr. Xxx 


5 To Purchases returns and allowances A/c XXX 














(Return goods purchased on credit) 





Exercise (1) 


The following transactions are incurred in books of Khalid Company during the year 


2020:- 


(1) The balance of inventory at 1" January 2020 is IQD 100000 (5000 units for IQD 20 for 
per unit). 

(2) On 5/2 bought goods on credit from Mazen for IQD 120000 (6000 units for IQD 20 for 
per unit). 

(3) On 10/2 return some of goods which purchased from Mazen its value IQD 10000 (500 
units, the cost of unit IQD 20). 

(4) On 3/8 sold goods on credit to Marwan stores for IQD 320000 (8000 units cost of unit 
IQD 20). 

(5) On 15/8 Marwan stores return goods valued IQD 40000 (1000 units, cost of unit IQD 
20). 

(6) (On 11/12 bought goods by cheque valued IQD 60000 ( 3000 units for price IQD 20 
for per units). 

Required :-Record the transactions in the general journal of Khalid Co. assume: 
(1) The company used a periodic inventory system. 


(2) The company used a perpetual inventory system 


Solution: 


€ Periodic inventory system 

















Date Particulars Dr. IQD Cr. IQD 

5/2 Purchases A/c Dr. 120000 

To Accounts Payable(Mazen) A/c 120000 
10/2 Accounts Payable(Mazen) A/c Dr. 10000 

To Purchases Returns A/c 10000 
3/8 No Entry 160000 160000 
3/8 Accounts Receivable (Marwan) A/c Dr. 320000 

To Sales A/c 320000 
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Date Particulars Dr. IQD Cr. IQD 
15/8 No Entry 20000 20000 
15/8 Sales Returns A/c Dr. 40000 

To Accounts Receivable (Marwan) A/c 40000 
11/12 Purchases A/c Dr. 60000 
To Bank A/c 60000 
+ Perpetual inventory system 

Date Particulars Dr. IQD Cr. IQD 

5/2 Stores(Inventory) Control A/c Dr. 120000 

To Accounts Payable (Mazen) A/c 120000 
10/2 Accounts Payable(Mazen) A/c Dr. 10000 

To Stores(Inventory)Control A/c 10000 
3/8 Cost of goods Sold A/c Dr. 160000 

To Stores(Inventory)Control A/c 160000 
3/8 Accounts Receivable (Marwan) A/c Dr. 320000 

To Sales A/c 320000 
15/8 Stores(Inventory)Control A/c Dr. 20000 

To Cost of goods Sold A/c 20000 
15/8 Sales Returns A/c Dr. 40000 

To Accounts Receivable (Marwan) A/c 40000 
11/12 Stores(Inventory) Control 60000 

To Bank A/c 60000 

















C- Methods of Inventory Valuation 


03324 pi Gb 





There are various methods of determining the value of inventory when identical goods 


are acquired at different time's prices. The methods used for evaluation of the inventory are 


cost flow. The concept of a cost flow refers to the entire flow of costs through the system, from 


purchase or production of goods to their sale. The main cost flow methods are: first-in, first- 


out (FIFO), last-in, first-out (LIFO), and weighted average and specific identification. 


$ Example: 


The following data will be used to illustrate the first three methods: 




















Date/Type Units Cost per Unit IQD Total Cost IQD 
Jan. 1 Inventory 150 8 1200 
Feb. 20 : Purchases 200 9 1800 
Apr.12 Purchases 250 10 2500 
Sept. 20 Purchases 200 11 2200 
Goods available for sale 800 7700 











Assume that the physical inventory on December 31 is 430 units. 
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(1) First-In, First-Out (FIFO) Method Vgl ¢ ju Vs] 3, lo ài; e 


This method assumes that merchandise is sold in the order of its receipt. 


$ Example: 
Under the FIFO method, merchandise on hand is considered to be that which was 


most recently received .Hence, year-end inventory of 430 units is valued as follow: 











Particulars Calculation IQD 
-Last purchase (Sept.20) 200 units x IQD 11 2200 
-Next most recent purchase (Apr.12) 230 units x IQD 10 2300 
Total 430 4500 

















The FIFO method really turns out to be first-price-in, first-price-out. Hence, cost of 


goods sold is based on the older costs. Ending inventory is reflected at the latest costs. 
(2) Last-In First-Out (LIFO) Method Vgl ¢ ju Ine] ap Lo ài; lo 

In this method we assume that goods are sold in the reverse order of their acquisition. 
$ Example: 

Under the LIFO method, ending inventory is reflected at the beginning costs of the 
purchases made. Therefore, cost of goods sold is based upon the most recent costs. The year- 


end inventory is computed as follows: 











Particulars Calculation IQD 
Initial purchase (Jan. 1) 150 units? IQD 8 1200 
Next purchase (Feb. 20) 200 units? IQD 9 1800 
Next later purchase (Apr. 12) 80 units @ IQD 10 800 
Total 430 units 3800 

















LIFO has two advantages over FIFO. First, LIFO matches most recent costs with 
current sales. Therefore, in a rising cost spiral net income and thus tax would be reduced. 
Second, LIFO results in a more accurate measurement of net income in an inflationary period 


because current costs are matched against current revenue. 


(3) Weighted - Average Method (9396) Jus! dis pb 
To obtain a weighted-average unit cost, the total cost of goods available 
for sale is divided by the total units available for sale. This average unit 


cost is then used to determine inventory and cost of goods sold. The 
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advantage of the method is that costs are assigned equally to both inventory and goods sold. 


$ Example: 


The average unit cost is computed as follows: 

Cost per unit = Cost of goods available + Unit available = 

IQD 7700 + 800 = 9.63 IQD 

The value of the ending inventory is therefore: 

430 units x IQD 9.63 = IQD 4141 

Compares the results of the three methods discussed above in terms of ending 
inventory and cost of goods sold. It should be remembered that: 

Cost of goods available for sale - Ending inventory = Cost of goods Sold 


The tabulated results of these three methods reveal the following comparisons: 











Particulars FIFO LIFO Weighted Average 
Cost of goods available for sale 7700 7700 7700 
Less: Ending inventory, Dec.31 (4500) (3800) (4141) 
Cost of goods Sold 3200 3900 3559 




















It is to be noted that if the ending inventory is overstated, then the cost of goods sold 
will be understated income overstated. On the other side, if the ending inventory is 
understated, then the cost of goods is overstated and net income understated. It is thus evident 
that the method selected can have a material effect upon the entity's net income and related 
tax. It also has an effect upon the balance sheet in term of the inventory valuation. 

Exercise (2) 


The beginning inventory and various purchases of product (B) were as follows: 




















Date Type Units Cost per unit IQD 
January. 1 Balance 8 10 
March.5 Purchase 12 11 
June.20 Purchase 16 12 
Aug.20 Purchase 15 13 
Nov.1 Purchase 18 14 




















An inventory count under the periodic system disclosed that (30) units of product (B) 
were on hand. 

Required: Determine the ending inventory cost by 

(a) First in-first-out (b) Last in- first-out 


(c) Weighted average. (a) FIFO 
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Particulars Calculation IQD 
Purchase 1.Nov. 18 units @ IQD 14 IQD 252 
Purchase 20. Aug. 12 units @ IQD 13 IQD 156 
Total 30 units IQD 408 
(b) LIFO 
Particulars Calculation IQD 
Jan.1 Balance 8 units @ IQD 10 IQD 80 
March. 5 12 units @IQD 11 IQD 132 
June 9 10 units @ IQD 12 IQD 120 
Total 30 IQD332 
(c) Weighted average 
Date Type Units Cost per unit IQD Cost IQD 
January.1 Balance 8 10 IQD 80 
March.5 Purchase 12 11 IQD 132 
June.20 Purchase 16 12 IQD 192 
Aug.20 Purchase 15 13 IQD 195 
Nov.1 Purchase 18 14 IQD 252 
Total 69 IQD 851 




















The average of cost per unit = IQD 851 / 69 = IQD 12.33 
The cost on ending inventory is calculated as follow: 
30 units @ IQD 12.33 = IQD 370 
(4) Specific Identification veu! eee ái yb 
A fourth method identifies the actual costs by reference to the specific invoices. It is 


often used when the cost per unit is very high. 











Example: 
Particulars Calculation IQD 
Purchase invoice #1,416(Feb. 20) 180 units x IQD 9 1620 
Purchase invoice #1,453 (Apr. 12) 130 units x IQD 10 1300 
Purchase invoice #1,498 (Sep. 20) 120 units x IQD 11 1320 
Total 430 4240 

















(5) Lower of Cost or Market Method (JS) Loge) Squd] pw gl FEICS] ài b 

Inventories are generally estimated at lower - of - cost - or - market (LCM) as an 
application of conservatism constraint. 

A conservative means of valuing inventory is derived from the use of the lower of cost 
or market method. The decline in inventory value is reflected as a loss for the period; 
regardless of the fact that the inventory has not been sold. Under the method, the lower of the 
unit cost (as determined under FIFO or weighted average) or market price (current 


replacement cost) of the item is used. The tax law not allows the use of this approach in 
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conjunction with the LIFO method. Increases in value of inventory are not shown since this 
would violate the conservatism principle. 


The lower of cost or market rule is also applicable when the inventory consists of 


separate lots. Assume the following data: 




















Unit 
Quantity in Unit Total Replacement Lower of Cost or 
Lot Replacement Total 
Units Cost Cost Market Value 

Cost Cost 
Ww 200 7.0 7.50 1400 1500 1400 
X 250 9.00 10.00 2250 2500 2250 
Y 300 10.00 9.00 3000 2700 2700 
Z 400 11.00 12.00 4400 4800 4400 
Total 11050 11500 10750 





























If the lower of cost or market rule is applied on an item-by-item basis, inventory would 
be valued at 10750. However, an alternative means of applying the rule is to take the lower of 
the total cost or total market value of the inventory. In this case, inventory would be reflected 
at IQD 11050. A third alternative approach is to apply the lower of cost or market value 


concept to the categories of inventory rather than individual items. 


(6) Gross Profit Method ghy e Jl ái, b 

Under, the method, the expected gross profit rate (gross profit to net sales) for the 
period is used. The ending inventory can be computed by preparing a partial income 
statement starting with sales and ending with gross profit. The amounts for the beginning 
inventory, net purchases, and net sales are entered in the partial income statement. 

The gross profit method can be used to estimate the inventory at the end of an interim 
period (e.g., quarterly, monthly). The method can also be used to estimate the inventory at the 
date of a fire for insurance reimbursement. 
$ Example: 

Assume that the beginning inventory is IQD 15000, net purchases are IQD 90000, and 
net sales are IQD 200000. Gross profit rate has been running 60 percent of net sales. 


Income Statement (partial) 























Particulars IQD IQD 
Net Sales 200000 
Less: Cost of Goods Sold: 
Beginning Inventory 15000 
Net Purchases 90000 
Cost of Goods Available 105000 
Less: Ending Inventory ? 
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Particulars IQD IQD 
Cost of Goods Sold 80,000 
Gross Profit on Sales (6096 x 200000) 120000 























Since cost of goods available less ending inventory is equal to cost of goods sold, the 
ending inventory must be IQD 25000. The proof is: 

Cost of Goods Available - Ending Inventory = Cost of Goods Sold 

105000 - 25000 = IQD 80000 
(7) Retail Method Bio) ài b 

Mainly used by department stores and other types of retail establishments, the retail 
method is based on the relationship between the cost of the goods available for sale and the 
retail price of such goods. The ending inventory at retail is the difference between the retail 
prices of the goods available for sale less the sales for the period. The inventory is converted 


from retail to cost based upon the ratio of cost to selling price. 

















* Example: 
Cost Retail 

Merchandise Inventory, December 1 45000 60000 
Purchases 50000 68000 
Merchandise Available for Sale 95000 128000 

Sales for December 100000 
Merchandise Inventory, December 31, at retail 28000 
Merchandise Inventory, December 31, at cost 20776* 

















* Ratio = Cost + Retail = 95000 + 128000 = 74.2% 
28000 x 74.2% = 20776 

The method is beneficial in that it provides inventory figures for interim reporting and 
assists in detecting inventory shortages. However, a complication may arise in practice, if 
frequent markups markdowns modify the initially established sales prices. 

The topics of purchase discounts, purchase returns and allowances, and transportation 
have already been discussed in previous chapter of this book. 
2- ACCOUNTS RECEIVABLE = duh ^» Sblus 

The term accounts receivable generally denotes (Je Jas «,+x,) all claims involving a 
future inflow of cash. These accounts receivable result from business transactions involving 
sales of goods and services, loans and miscellaneous („å «ås gis) claims. Accounts receivable 


are representing as amounts due to the firm in exchange for goods or services provided. 
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A- Trade Accounts Receivable 4 lol eo 

Trade receivables represent the sale of goods and services in the normal course of busi- 
ness operations and account for the major portion of a firm's revenue-producing activities. 
The open account, or trade account, created by a transaction between business concerns is 
generally unsecured (an informal arrangement rather than a legal agreement) and non- 
interest-bearing. 

Trade receivables sometimes take the form of commercial credit instruments such as 
promissory notes or time drafts. Since these are signed agreements, a measure of legal 
commitment is provided and the holder may borrow against them. 

B- Other Receivables 9 5I ood 

Revenue is sometimes generated from sources other than trade receivables. Among 
these are short-term advances to customers or subcontractors, insurance claims, claims for 
rebates (43.3) on taxes or other overpayments, sale of plant and equipment and accruals of 
interest, rent, royalties, etc. Such receivables are properly classified as current assets when 
collection is expected within one year and as other assets or miscellaneous assets if a longer 


collection period is anticipated. 
C- Valuation Trade Receivables dy oJ! ood eus 


Trade receivables are generally recognized at the time goods are sold and title passes, or 
when the service provided is actually performed. The valuation placed on the receivables 
depends on the amount due, the time of collection and the probability of collection. 
@ietermining the amount due ouh] hore dy dod 

The amount actually paid by the customer often includes a variety of charges and 
discounts which the seller may impose on the quoted price. 

(1) Trade discounts represent the difference between the gross or recommended list price 
and the net price to the buyer before other discounts and charges. The receivable and 
resulting revenue are both recorded at the net price. 

(2) Cash discounts are offered as an incentive for prompt payment. They represent the 


difference between the cash price and the amount realized. 
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$ Example: 

When the Sincerely Yours Greeting Card Company shipped Cards Unlimited's IQD 
1100000 order on May 1, its invoice carried the terms 2/10, n/30. Taking advantage of the cash 
discount, Cards Unlimited remitted IQD 539000 (IQD 1100000 - IQD 550000 - IQD 11000) 
on May 8. The additional 296 discount represents the saving of an effective interest rate of 
36.796 per annum to the buyer. 

The seller may record cash discounts as they are taken or by establishing a system for 
anticipating them. The latter method more closely records receivables and revenues at their 
net realizable amounts. When cash discounts are anticipated and the customer pays after the 
discount period, the allowance account is offset by a credit to Sales Discounts Forfeited. 
$ Example: 

Suppose that Sincerely Yours records cash discounts when they are taken. The 


accounting entry on May 1 reflects the gross amount (or the amount after trade discount): 


























Date Particulars Dr. IQD Cr. IQD 
May1 Accounts Receivable A/c Dr. 550000 
To Sales 550000 
When Cards Unlimited payment is received on May 8, the entry is 
Date Particulars Dr. IQD Cr. IQD 
May 8 Cash A/c Dr. 539000 
Cash Discount A/c Dr. 11000 
To Accounts Receivable 550000 














If instead, Sincerely Yours followed the practice of anticipating cash discounts, the 


entries might have been 


























Date Particulars Dr. IQD Cr. IQD 
May1 Accounts Receivable A/c Dr. 550000 
To Sales 539000 
To Allowance for Cash Discounts 11000 
May 8 Cash A/c Dr. 539000 
Allowance for Cash Discounts A/c Dr. 11000 
To Accounts Receivable A/c 550000 





(3) Sales returns and allowances recognize the probability that some merchandise will 
be returned or that an adjustment will be made on sales price. 
$ Example: 
The Sincerely Yours Greeting Card Company knows that its sales returns average 596 
of accounts receivable at the end of any period. At the end of May, the following entry is made 
to adjust IQD 500000 in Accrued trade receivables. 
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Date Particulars Dr. Cr. 
Sales Returns and Allowances A/c Dr. 25000 
To Allowance for Sales Returns and Allowances A/c 25000 























Thus restating its receivables at their net realizable amount. 
@ Time of collection Luasa) C39 


It is generally acknowledged that a given amount of money is worth less today than a 
year from now. Therefore, when it is known that a receivable will not be collected for a long 
period of time and no interest is being charged, it is customary to assign a present value to 
that account based on an appropriate rate of interest. 

Example: 
If a receivable for IQD 3180000 is to be Accrued for an entire year and money is worth 


6% per annum, the entry at the time of sale would be: 








Date Particulars Dr. Cr 
Accounts Receivable A/c Dr. 3180000 
To Sales Alc 3000000 
To Interest Income A/c 180000 




















* Probability of collection deas Adio] 


While the probability of any receivable being ultimately uncollectible is very low, it is a 
necessary consideration with respect to valuation accuracy (la. .48>). Uncollectibles are 
estimated to prevent an overstatement of assets and revenues; the estimate serves to reduce 
gross receivables to an approximation of the net realizable value of short-term funds due from 
customers. 

The valuation account carries a credit balance and is variously titled Allowance for 
Doubtful Accounts or Allowance for Uncollectible Accounts. On the income statement, the 
estimated allowance may be shown as a contra asset reducing gross sales, but is more often 
included as an operating expense or other expense representing a failure of management. 

The two principal methods for estimating uncollectibles are an estimate based on a 
percentage of sales and an estimate based on an analysis of receivables at the end of the 
accounting period. Uncollectibles may also be recognized on a direct write-off basis. Finally, 
the possibility does exist that some accounts deemed (+) uncollectible and written off may 


eventually be collected. 
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(1) Estimate based on sales oA gual de pal 


When the percentage of sales method is used, the seller examines the relationship 
between credit sales and uncollectible in past periods to derive a percentage applicable to 
credit sales in the current period. This method attempts to match costs and revenues in each 
period. It assumes a fairly stable relationship between credit sales and uncollectible and 
provides a basis for estimation which is in essence an average reflecting past experience. Since 
this method relies heavily on past experience, it is important to test the adequacy of the 
established percentage on a periodic basis to allow for any changes in business conditions. 
$ Example: 

The Paradise Company found that uncollectible in 2010 and 2019 averaged 3% of 
credit sales in each year. Using this percentage to estimate uncollectible on first quarter 2020 


credit sales of IQD 1000000, the journal entry is: 





Date Particulars Dr. IQD Cr. IQD 





Provision for Doubtful Accounts A/c Dr. 30000 
To Allowance for Doubtful Accounts A/c 
(To record provision for doubtful accounts in the first quarter 30000 


based on 3% of IQD 1000000 in sales). 




















(2) Estimate based on accounts receivable diy Jt) eo! ola de E säl 

This method of estimating uncollectible depends on an analysis of receivables by age 
group and probability of collection. It assumes that there is a strong relationship between the 
age of a receivable and its eventual collection. It has the advantage of identifying specific 
accounts in need of special attention. The procedure is to prepare an aged trial balance at the 
end of the accounting period, classifying the Accrued amounts according to whether the 
account is not due or past due, based on varying lengths of time. 
$ Example: 

The Rafidein Company has asked its accountant to prepare an aged trial balance of 
accounts receivable as a basis for estimating the amount of its uncollectible accounts. It is 


presented below. 
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The Rafidein Company 
Aged Trial Balance December 31, 2019 
(Amounts in IQD Thousands) 


kw Yet Past-Due Days 


Customer Amount Under 30 31-60 | 61-90 | 91-120 121-180 Over 180 


Brought forward 601000 E 79700 58500 48600 24800 9900 19900 
Adnan 1600 1500 
Bassim 300 
Bassil 400 
Kamil 200 
Kassim 1300 


Totals 605000 360000 80000 60000 50000 25000 10000 20000 


Once the amount of receivables has been determined for each of the aging categories, 





experience percentages are applied to arrive at the estimated uncollectible amount. Following 
is the schedule prepared by the accountant for the Rafidein Company. 

The Rafidein Company 

Estimation of Uncollectible Receivables 


December 31, 2019 


Balances Estimated ncollectible Amount 
Classification Uncollectible 96 


Not yet due 
Under 30 days past due 
31 to 60 days past due 


61 to 90 days past due 


91 to 120 days past due 
121 to 180 days past due 
Over 180 days past due 


Totals 605000 


It is important to note that actual write-off of uncollectibles rarely agrees with the 





balance in the allowance account. If the differences are nominal, it is not necessary to change 
the balance. Major differences, however, require charges to the current period's Uncollectible 
Accounts Expense or a similar account before computing extraordinary items. They should 
not be recorded as extraordinary items or prior period adjustments. 
(3) Direct write-off method qal ohil äi b 

Under the direct write-off method, bad debts are recorded only when specific accounts 
are determined to be definitely uncollectible. Losses are recorded by crediting Accounts 


Receivable and debiting Bad Debts Expense. 
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(4) Collection of receivables previously written- off 
liL. daga! pod! Luas 

When a firm uses the allowance method for estimating uncollectibles, the actual write- 
off of a receivable is a charge to Allowance for Doubtful Accounts and a credit to Accounts 
Receivable. If the firm uses the direct charge-off method, the charge is to Bad Debt Expense 
and a credit to Accounts Receivable. 
D- Notes Receivable ya) (8l; gf 

For accounting purposes, the term notes receivable refers to promissory notes, bills of 
exchange or trade acceptances. Notes receivable are distinguished by the fact that they are 
written contractual arrangements for the payment of a specific amount of money, generally 
plus interest, at a stated time. They are usually negotiable or transferable instruments which 
enable the holder to use them for cash generation in much the same way as is done with 
accounts receivable. 
- Valuation of notes receivable ya) Sl) gl eum 

A note is generally recorded at its face value. However, when no interest rate is 
specified, the face amount of a note is assumed to include some provision for interest. Such 
non-interest-bearing notes are recorded at face value less an interest charge based on a 
percentage that is assumed to be reasonable. The Discount on Notes Receivable is taken into 
income over the life of the note. 
$ Example: 

A one-year note with a face value of IQD 26500 and no stated interest rate would be 


recorded as follows, using 696 as a reasonable rate of interest. 





Date Particulars Dr. Cr. 





(1) At acquisition (Wis easy) 


Notes Receivable A/c Dr. 26200 
1500 


25000 


To Discount on Notes Receivable A/c 
To Sales A/c 
(2) Monthly entry to record interest earned. 





Discount on Notes Receivable A/c Dr. 125 
To Interest Earned A/c 125 





(3) At maturity (us scu) 
Cash A/c Dr. 
To Notes Receivable A/c 


26500 
26500 
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- Discounting notes receivable yaw! Sly gl d 
Notes receivable may be sold or discounted. When a note is sold to a bank or finance 
company without recourse, the seller assumes no future liability should the maker of the note 
default. Discounting, on the other hand, is usually done on a recourse basis (i.e. money is 
borrowed using the note as collateral and the borrower, who endorses the note, becomes 
contingently liable should the maker default). The proceeds or cash received when a note is 
discounted may be computed in one of two ways: 
(1) The interest or discount charged by the lender is deducted from the face value of the 
note, or 
(2) The discount rate may be applied to the maturity value of the note. 
$ Example: 
Assume that the non-interest-bearing note for IQD 26500 (Example 9) is discounted at 
the local bank the day it is received at a rate of 696. The amount of cash that the company will 


receive is computed as follows: 




















Particulars IQD 
Face amount of note, less interest 25000 
Interest included therein 1500 
Maturity value 26500 
Less: Discount at 696 1590* 
Cash received (proceeds) 24910 














*(26500x6%) — (2500 x 6%) = 1590 - 1500 = 90 finance charge for bank. 

The discount is computed on the maturity value of IQD 26500 while the interest 
(assumed to be 6%) is computed on the principal of IQD 25000. The IQD 90 difference 
between these computed amounts represents an additional finance charge by the bank. 
Keeping in mind that this note was probably given in exchange for IQD 25000 worth of sales 
merchandise, this arrangement can be likened to factoring accounts receivable, where a 
percentage of the actual value is withheld by the factor as a fee. In both cases, the seller 
receives slightly less than the present cash value of the receivable. 


When the note is discounted, the entry to record this would be: 








Date Particulars Dr. Cr. 
Cash A/c Dr. 24910 
Discount on Notes Receivable A/c Dr. 1500 
Financing Expense A/c Dr. 90 
To Notes Receivable Discounted A/c 26500 
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When the note is paid the following entry would be made: 








Date Particulars Dr. Cr. 
Notes Receivable Discounted Alc Dr. 25000 
To Notes Receivable A/c 25000 














If the note is dishonored at maturity (the maker fails to pay the seller as promised), the 


entries are: 











Date Particulars Dr. Cr. 
Accounts Receivable A/c Dr. 26500 
To Cash Alc 26500 
Notes Receivable Discounted A/c Dr. 26500 
To Notes Receivable Alc 26500 




















3- COMMERCIAL PAPERS (NOTES) à)! Sly 91 

Commercial paper is generally issued by corporations or by large banking institutions. 
The main function is usually to provide funds for the company's Accounts Receivable in order 
to handle short-term obligations. 

Commercial paper is a certificate acceptable for exchange as a payment instrument 
through endorsement ( 455) or delivery (eua). 

The kinds of Commercial papers are the following: 

™ Cheques. 

™ Promissory notes. 

" Bill of exchange. 

A- Cheques OKs 

Cheque is an orderly written paper from the drawer (>L) to drawee (ade csl) 
(a bank) to pay a specified amount of money at sight for a third party the drawer or the bearer 
(dll) or beneficiary (244744). 

B- Promissory Note  äëjg Ulu 

Promissory Note is a certificate the maker obliged himself to pay amount of money at 
sight or at a certain date for a beneficiary. If the maker of a promissory note is a merchant the 
promissory note will be a commercial paper. 

Promissory notes are a form of debt similar to a loan. Companies issue these notes to 
finance any aspect of their business, from launching new products to repaying more expensive 
debt. In return for the loan, companies agree to pay investors a fixed return over a set period 
of time. 

C- Bill of exchange wow dög 
Bill of exchange is unconditional written order (instrument) made by a 


drawer to a drawee to pay a specified amount of money for a third party 
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either a bearer or the beneficiary on demand or at a fixed or determinable future date. 

Bill of exchange is a commercial paper not a financial paper since it is a result of 
business transactions. 

Legally, cheque is a bill of exchange drawn on a banker, payable on demand. 

In practice, check is a direction in writing to a bank to pay a stated sum of money on 
demand to a named person or organization, or to his or their order, or to bearer. 

In practical accounting profession, cheques are treated as cash. Promissory notes and 
withdrawals are either a note receivable for the payee (receiver) or a note payable for the 
maker (issuer). 
$ Example: 

Ismail Mussa Company sold goods at IQD 4000000 for AL-Taqwa Company with a 


promissory note due after three months. 


The journal entry in books of Ismail Mussa Co. is: 


Notes receivable A/c Dr 4000000 
To sales A/c 4000000 


The journal entry in Al-Taqwa company is: 





Purchases A/c Dr 4000000 
To notes payable A/c 4000000 


Notes receivables are assets while notes payable are liabilities. 
Suppose a note receivable was written to settle (32445 45945) an open account receivable, the 


entry of the receipt of the note at payee journal book is: 


Notes receivable A/c Dr 3000000 
To accounts receivable A/c 3000000 


The journal entry at the issuer journal book is: 


Accounts payable A/c Dr 


To notes payable A/c 3000000 


























* Example: 
The balance sheet presentation of receivables: 

Particulars Amounts IQD 
Notes receivables 16000000 
Accounts receivables 34000000 
Other receivables 3000000 
Total receivables 53000000 
Less: Allowance for doubtful account (13000000) 
Net receivables 40000000 
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4-SECURITIES INVESTMENTS — cllxzol &JU (35s VI 


When an economic entity has a plenty (5,39) of cash that is not needed in its operations 
in the current period, it tries to obtain a return thereupon (EUS Le «ade) through investing it. 
Such investment takes the form of purchasing securities (i.e. shares and bonds) of another 
economic entity. The return on shares is the dividend while it is the interest on bonds 
(debentures). 

A- Classification of Securities JU! (3159 VI Guna’ 
(1) Marketable Securities ggu ALB Als (3lsl 

This class of securities is expected to be held by the economic entity for a relatively 
short period, i.e. maximum one year. When the need for cash arises, this security should 
normally be sold and its return be received. Hence, these securities belong to current assets 
group in balance sheet statement. 

(2) Long - term Securities — Je VI bob dle (3lgl 

This type of investments is intended to be held in order to exercise a significant degree 
of control over the firm which issues the shares or the debentures held. These investments 
belong to non - current assets group in balance sheets statement. 

B- Treatment of Marketable Securities 
Segue ALL AIL! GIU iwlab! deviled! 

Marketable securities are recorded at cost upon acquisition. Cost includes the actual 
purchase price plus brokers’ fees (8 wll Lsi), transfer taxes and any other costs incidental 
(is lb 455,7) to acquisition. 

When the securities are acquired (purchased), they are recorded in the journal at 


acquisition cost as follows: 





Date Particulars Dr. Cr. 





Marketable Securities (bonds) or (shares) A/c Dr XXX 
To Cash/Bank A/c XXX 


[(Being cash purchases of Marketable Securities (bonds) or (shares)] 




















Example: 
On January 2, Assia Electronics Incorporated was purchased IQD 


100000 (IQD 100 par value) of a new bond issue at par (42814) à &.3Jb). These 


150 


were 6% bonds with interest payable on June 30 and December 31. The cash outlay (S143!) is: 











Particulars IQD 
Cash outlay: Bonds (Cs) Lu) 100000 
. n 7500 
Brokerage fees (0 puow coll) 
Total cash outlay 107500 








The journal entry required to record the transaction is: 





Particulars Dr. Cr. 





Marketable Securities ( Bonds) A/c Dr. 107500 


To Cash A/c 107500 

















Example: 

On 1", October 2019 Mussa & Company, purchased securities (100 bonds, IQD 1000 
for each bond with interest rate of 896) including the broker fees. 

Journalize the above transaction in the book of Mussa & Co. 


In the book of Mussa & Co. 1st. October 2019 








Date Particulars Dr. Cr 
1” October | Marketable Securities (bonds) A/c Dr 100000 
2019 To Cash A/c 100000 

















[(Being Cash purchase of Marketable Securities (Bonds)] 





(1) Adjusting entries of Interest öU) åy gus 3543 
Assume that the bonds pay Interest Semi - annually on 1" October, and 1" April. On 
31.12.2019, the accrued Interest on bonds is computed as follows: 
The accrued Interest = 100000 x 896 x (3+ 12) = IQD 2000 


The Adjusting entry in the Journal of Mussa and Co. is as follows: 








Date Particulars Dr. Cr 
31.12.2019 Accrued bonds Interest A/c Dr. 2000 
To Interest Revenues A/c 2000 


[(Being to record accrued interest for 3 months on securities 


(bonds)] 




















(2) Receiving Cash Interest on Securities ASU Slo Ye dus 8.56 gual 
Referring to the same illustrated exercise, the interest on bonds is receivable Semi - 


annually. The entries of receiving interest in Journal are as follows: 
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Date Particulars Dr Cr 





1st, April, 2019 Cash A/c Dr. 4000 
To Accrued bonds interest A/c 2000 
To Interest Revenues on Securities (bonds) A/c 2000 


(Being record receipt of Interest on bonds for 6 months) 




















(3) Sale of Securities äJUI (8159 VI ES 
Assuming that on 1* April, 2019 the securities (i.e. bonds) was sold by IQD 101000 in 


cash. The entry of sale would be: 








Date Particulars Dr. Cr 
1st, April, | Cash A/c Dr 101000 
2019 To Marketable Securities (bonds) A/c 100000 
To Gain on sale of Securities A/c 1000 
(To record the sale of securities with profit) 




















If the securities were sold by IQD 95000 and received by cheque the entry would be as 











follows: 
Date Particulars Dr. Cr 
1" April, | Cash A/c Dr 95000 
2019 Loss on sale Marketable Securities (bonds) A/c Dr 5000 


To Marketable Securities (bonds) A/c 100000 











(To record the sale of securities with Loss) 








It is to note that investment in shares is similar to the bonds with regard to the 
accounting treatment. If securities represent shares, the purchase cost = purchase price + 
commission paid to the broker (Jwg). 
$ Example: 

Faissal & Co. purchased 100 shares of Gulf bank LTD on 1* December 2019 with IQD 
380 per share. IQD 1900 commission was paid to a broker handled transaction at Iraqi 
Financial Securities Market. 

The Purchased cost of shares = (IQD 380 x 100) + 1900 = IQD 39900 


The entry of shares purchase in Journal would be as follows: 





Date Particulars Dr. Cr 





1* Dec. 2019 Marketable securities (shares) Alc Dr. | 39900 
To Cash A/c 39900 


(Being Cash purchased securities (shares)) 


Assume, that on 31° December 2019, the dividend on these shares has been IQD 500, 




















the adjusting entry to record this accrual is as below : 





Date Particulars Dr Cr 





31" Dec., 2019 Accrued Dividend A/c Dr. 500 
To Revenues Earned A/c 500 


(Being to record accrued Dividend on Securities (shares) 
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Suppose that this dividend is receivable on 5th, January, 2020 as follows: 























Date Particulars Dr Cr 
5th, Jan, | Cash/Bank A/c Dr. 500 
2020 To Accrued Dividend A/c 500 
(To record receipt of dividend on shares) 





Note 

If the shares are being sold more than their original cost, the result would be gain 
(cusa). On the contrary if sold less than original cost, the result is Loss (8L). The entries 
as we did in securities (bonds). Finally, the gains or Losses resulting from securities sale are 
transferred (closed) to the profit and Loss Account at the end of the year. 
C- Valuation and Presentation of Marketable Securities 

Aaljabl È yd, £9 AYU ls VI ed 

Generally accepted accounting principles dictate that marketable securities, 
particularly shares are to be reported (shown) on the balance sheet at either the original cost 
or market value which is lower. This implies that comparison must be made between the 
market value and the cost of the marketable securities. 

As a result, if the cost is less than the market value, the securities appear on balance 
sheet at cost. In case the cost is more than market value at the time of finalization of accounts 


the necessary an adjustment should be made in the following entry: 








Date Particulars Dr. Cr 
31", Dec., Loss to reduce marketable securities cost to market value A/C Dr 
To Provision to reduce marketable securities to market value A/c XXX 
Xxx 




















By definition, marketable securities represent highly liquid assets. As such, their 
financial statement presentation is of special interest to creditors and other analysts concerned 
with a firm's debt-paying ability. In the current asset section of the balance sheet, these 
temporary investments may be listed in one of two ways: 

(1) At cost, with a parenthetical((.w98 yu) notation showing current market value, or 
(2) At lower-of-cost-or-market (3! Logl Goud 9l áàlSJI ), which requires the establishment 
of a separate valuation account for reduction of the asset. This method is not allowed 


for income tax purposes. 
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$ Example: 
On 31" December, 2019 the market value of the 40 shares of Gulf Bank was IQD 15000 
although its cost is IQD 15960. The adjusting entry to reduce the cost to the market value is as 








follows: 
Solution: 
Date Particulars Dr. Cr 
31" Dec. | Loss to reduce marketable securities cost to market value A/c Dr. 
2019 To Provision to reduce marketable values of securities A/c 960 


960 














The anticipated Loss (i.e. IQD 960) is transferred to profit and Loss account as follows: 





Date Particulars Dr. Cr 
Dec. | Profit and Loss A/c Dr. 960 





st 


31 


2019 To Loss to reduce cost to market value of securities A/c 

















960 





Consequently on Balance sheet, the Marketable securities appear in current assets 


group as follows: 


Balance Sheet as at 31 -12 - 2019 


[Aw [mb T o | o pw] 





Ma 
Less Provision to reduce cost to market value 
5- CASH AND BANK RECONCILIATION 
LI dilag wal 

Cash consist of coins (SCK) and currency (ils ), cheques money orders, and 
money on deposit in bank, including deposits in current or savings accounts and time 
deposits, Cash includes any item that banks will accept for immediate deposit; thus, post - 
dated cheques are not cash. 

The comparison between the real cash balance and its book balance may be made 
interesting during the fiscal year as daily, weekly, and monthly or by the year end as a part of 
finalization process. As a result of such a comparison, the difference between the real balance 
and book balance of cash is usually recorded in an account entitled "cash shortage & 
overage"(4àJl 5exe9 (yl). 

A- Cash shortage & overage Jad) abg joe 

Cash shortage and overage balance is debit in the books when the real cash amount is 

less than the cash balance in the books, and it is credit when the real cash balance is more than 


book balance of cash. 
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(1) Cash shortage & overage during the year audi JW A&Jl bg jos 
The simplest example of it is the cash sales. If the actual cash received from sales is less 


than the amount indicated by cash sales register, the entry in the books would be as follows: 


























Date Particulars IQD IQD 
Cash A/c Dr. XXX 
Cash shortage & overage A/c Dr. Xxx 
To Sales A/c XXX 
$ Example: 


Suppose on 5^ January, 2020, the sales day book shows that cash sales amounted to 


IQD 30000, the really cash received from sales is IQD 29980. The entry in the books is as 








follows: 
Date Particulars IQD IQD 
5th, Jan, 2020 Cash A/c Dr. 29980 
Cash shortage & overage A/c Dr. 20 
To Sales A/c 30000 




















On the contrary, if the cash received from selling goods of IQD 30000 is more, say IQD 


30015, the entry to be passed in journal is as follows: 

















Dr. Cr. 
Date Particulars 
IQD IQD 
Cash A/c Dr. 30015 
To Cash shortage & overage A/c 15 
To Sales A/c 30000 











(2) Cash Shortage & Overage by the Year End dudl &ly UMS saul Abg axe 

As a part of auditor's duties implying verification, and checking the accounts in order 
to certify that the final accounts are true and fair, a comparison between the real cash available 
in treasury and cash balance in the books is made also by him, in case shortage is found, it is 


usually recorded in the books as follows: 





Date Particulars IQD IQD 





Cash shortage & overage A/c Dr XXX 
To Cash A/c XXX 





In case of discovering that overage of cash exists, it is recorded in the books as follows: 





Date Particulars IQD IQD 
Cash A/c Dr Xxx 





To Cash shortage & overage A/c XXX 




















By the year end "Cash shortage & overage" balance, if reasonable, should 
be transferred to the profit and loss account. If its balance is credit, it is 


considered as revenue. If it is debit, it is considered as administrative and 
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general expenses. In case the balance amount of cash shortage and overage in un-reasonable 
(i.e. large), it must be investigated. 
$ Example: 

On 31", December, 2019, it was found that real cash balance is IQD 2800000, while the 
book balance of cash is IQD 3000000. The shortage (i.e. IQD 200000) is recorded in Journal 


as: 





Date Particulars Dr. Cr. 





Cash shortage & overage A/c Dr 200000 
To Cash A/c 200000 




















This entry makes real balance and book balance of cash equal. Assuming that the 
amount of cash shortage is relatively large. The investigation thereof showed is for the 
following reasons: 

(a) Cash payment of IQD 100000 as wages but not recorded in the books. This transaction 


should be recorded by the following adjusting entry: 





Date Particulars Dr. Cr. 





Wages A/c Dr 100000 

















To Cash Storage & overage A /c 100000 





(b) Deficiency in internal control system of cash. This deficiency enabled the cashier to rob 


IQD 60000 from treasury). This reason is passed in journal by the following entry 





Date Particulars Dr. Cr. 





Accounts Receivable/Cashier A/c Dr To Cash | 60000 60000 


Shortage & overage A/c 




















The rest of shortage (i.e: IQD 40000) is treated as a loss transferred to the profit and 


loss account because its amount is small and it lacks reasoning. The transfer entry thereof is: 





Date Particulars Dr. Cr. 





Profit and Loss A/c Dr To Cash Shortage | 40000 40000 
& Overage A/c 40000 


(3) Investment of Idle Cash AW A&JI jul 




















Idle cash is defined as those funds which will not be needed in the immediate future for 
the daily operations of the business. Such funds are invested in marketable securities (generally 
short-term notes or bonds) to generate additional income. Marketable securities are those 


which have relatively stable prices and are salable on a day-to-day basis. 
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B- Bank Reconciliation Statement lid) ilhs CA AS 
When a firm deals with a Bank, it keeps records of its Bank transactions in the Bank 
column of the cash book. Similarly, the Bank also keeps a record of the same transactions in its 
own Book. 
As such, theoretically both the balance must agree. But in practice this does not 
happen. Bank balance as shown by bank column of the Cash Book. 
(1) Reconciliation of Bank Balances JI due jl aisle 
The cash balance on a company's books seldom (La l;3L5) agrees with the balance on its 
monthly bank statement. Differences between these two amounts result from one or more of 
the following: 
1. Cash received at the end of the month which is not deposited in the bank until the 
following month (deposit in transit). 
Checks issued by the company which have not cleared the bank (Accrued checks). 
Bank charges for services rendered during the past month. 


Notes receivable collected by the bank. 


Ut E. Suo; aS 


Recording and handling errors made by either the bank or the company. 
The process of reconciling these two amounts requires a review of all cash transactions 
for the period on the company's books and on the bank statement. Many differences involve 
time lags which are self-correcting over time. However, errors on the company's books must 
be corrected, and the bank must be advised if there are errors in its records. 
(2) Forms of Bank Reconciliation did) dias Jl 

There are two principal forms for reconciling bank accounts: 

1. Reconciling the bank balance to the book balance, 

2. Reconciling both bank and book balances to corrected balances. 

The first form, that used in the preceding reconciliation, is similar to the form 
generally used in reconciling other accounts. It simply shows the items which account for the 
difference between the bank balance and the book balance. 

The second form has two sections, one pertaining (4 ge q3X5) to the bank data, the 
other to company data. If the bank makes an error such as charging the account for a check 
drawn by another company, it is not necessary for the company to make an entry on its books. 


The bank will ordinarily make the correction of its balance promptly after the company has 
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notified the bank. Many accountants prefer this form because all reconciling items which 
require entries on the books are shown together in the company section, which facilitates 
recording. 
Exercise (3) 
The record of Al-Zamman Printing Company showed the following information for 

the month of April, 2020(Amounts in IQD thousands):- 

(1) Cash balance per books April 30, IQD 30000. 

(2) Cash balance per bank statement April 30, IQD 25700. 

(3) On April 30, the following checks were Accrued:- 


Check No. 510 IQD 92 
Check No. 541 IQD 986 
Check No. 547 IQD 178 
Check No. 601 IQD 82 


(4)The following two customer checks deposited by Al-Zamman were returned to the 
company and were marked NSF (not sufficient funds):- 
ABC shirts IQD 600 
Sign Inc. IQD 1680 
(5) A deposit of IQD 6200 was made on April 30 but was not included on the bank 
statement. 
(6)The bank service collected a IQD 4000 note for Al- Zamman from the uniform company. 
(7) The bank service charge was IQD 50. 
(8)The bank charges Al-Zamman IQD 1054 in error. 
Required:- 
(1) Prepare bank reconciliation as of April 30, 2020. 


(2)Prepare the adjustment entries. 

















Solution: 
(1) Bank Reconciliation 
Particulars IQD IQD Particulars IQD IQD 

Balance per books 30000 Balance per bank 25700 
Add: Note receivable 4000 Add: 
collected Deposit in transit 6200 

Bank error 1054 7254 
Total 34000 Total 32954 
Less: Less: 
NSF check 2280 No.510 92 
Service charge 50 (2330) No.541 986 

No.547 178 

No.601 28 (1284) 
Adjusted Balance 31670 Adjusted Balance 31670 
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(2) Entries 











Date Particular Dr. Cr. 
Cash A/c Dr. 4000 
To Note Receivable A/c 4000 
NSF Check A/c Dr. 2280 
Service charge A/c Dr. 50 
To Cash A/c 2330 




















Exercise (4) 
Prepare the bank reconciliation of Salem Insurance Agency as of November, 30. 2020 
using the following information and prepare appropriate adjusting entries. 
1- Balance per depositor's records IQD 23100. 
2- Balance per bank statement IQD 33680. 
3- Accrued checks IQD 4884. 
4- Erroneous recording of check No.1558 for telephone expense IQD (342) Actual amount 
issued by check IQD 234. 
5- Bank service charge IQD 12. 
6- Deposit in transit IQD 5520. 
7- Note collected by bank aching as Salem's agent IQD 12800. 
8- NSF check of Hussein IQD 1680. 
Solution: 


€ Bank Reconciliation Statement 















































Particulars IQD IQD Particulars IQD IQD 
Balance per depositor's records 23100 Balance per bank statement 33680 
Add: Add: 
Note receivable collected Deposit in transit 
Error in check (No.1558) 5520 
12800 
108 12908 
Total 36008 Total 39200 
Deduct: Deduct: 
Bank service charge 12 Accrued checks (4884) 
NSF check of Hussein 1680 (1692) 
Adjusted Balance 34316 Adjusted Balance 34316 
€ Adjusting Entry 
Date Particulars Dr. Cr. 
Cash A/c Dr. 12908 
To Note receivable A/c 12800 
To Telephone Expense A/c 108 
Bank service charge Dr. A/c 12 
Accounts Receivable Dr. A/c 1680 
To Cash A/c 1692 
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Terminology «lat! 































































































Accounts receivable dite GbLus | Idle cash vb ua 
Accrued amounts diciue gle | Instrument &lal 
Acquisition sU38! | Interest Earned ålar 8.515 
Allowances lelku | Inventory 959. 
Amount due Gau Rl | Inventory Systems 32] obi 
Bank Reconciliation 448 pao diss | Inventory Valuation 03554 e 
Banking institutions 48 pao Olde | Last-In First-Out Yal e, Ine! Jobs 
Bearer eg Jal | Long - term Securities dev! ábsb egul 
Beneficiary Judie | Lower of Cost or Market JS! logs! Goud! g) ASII 
Bill of exchange 4s jle3 åg | Marketable Securities Jal ALEogul 
Bonds Clo. | Maturity (lisa eo jb 
Brokerage fees dblug ols! | Merchandising business dy Jes bliin 
Cash discount ($233 eas | Notes Receivable 2d Shs! 
Cash overage Periodic inventory 095 352 
Cash shortage 44383 yañ | Perpetual inventory sozli > 
Cheques. ls | Probability of collection dasi Jho! 
Commercial paper 4s jle3 48) | Promissory notes ags lol 
Current assets glaz Ugo! | Provision for Doubtful [yd ISi Shlus yras 
A/cs 
Customer dans | Raw Materials à Js] lgo 
Department stores plus! ojlo | Retail establishments dijo bLiie 
Direct write-off pile Ubi | Retail Method Ajo) da Jb 
Discounting notes doga Öll | Sales returns Slew SI999,0 
Doubtful Accounts Lyd eS is SLlus | Securities investment equ olea 
Drawee áde gauk! | Short-term obligations Je’! ábsb Slaw 
Drawer vaL! | Specific Identification old! sus 
Finished Goods deli ácLa» | Time of collection drasi) C35 
First-In, First-Out Vol g Vel Jgh | Trade discounts Soles was 
Funds Jlge! | Trade receivables ds yled ood 
Goods in Process Lusi) Cue áeLa; | Uncollectibles ålar yè 
Gross Profit ey] Jex | Weighted - Average Osj) Sash! 
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QUESTIONS AND EXERCISES 


A- QUESTIONS 
1-Fill the following blanks 

(1) Inventory is reported in the balance sheet as a (n) ................... asset 

(2) When a daily record is kept of the inventory balance after purchases and sales are made 
ROET, Inventory method is being used. 

(3) Retail businesses generally use the............. method to determine inventory value. 

(4) The inventory valuation method which assumes that goods are sold in the order in which 
they are received is called the.................. method. 

(5) The inventory valuation method which assumes that goods are sold in acquisition is 
known as the................ method. 

(6) The inventory valuation method which is based upon the determination of unit price, by 
dividing the total cost of goods available for sale by the total number of available units is 
known as the ...............sss method. 

(7) A company should select the................ inventory method if it wishes to keep its taxes 
to minimum. 

(8) Cost of goods available for sale less ending inventory is equal to............... 

(9) If ending inventory is understated, net income will be................. 

2- Explain theoretically and using entries the periodic inventory system and the perpetual 
inventory system. 

3- What is meant by Investment in securities? 

4- Classify the Securities and explain each class thereof? 

5- What is the basis of valuation of securities by the year end? 

6- Define a cheque, promissory note, bill of exchange. 

7- In preparing a Book Reconciliation for Al-Hilal Corporation, you note a number of 
reconciling items. For each item listed below , place an (X) in the appropriate column to 


indicate how you would treat it in order to produce equal adjusted balances for the books 




















and bank. 
Increase 
Decrease Increase Decrease 
No. items Book No effect 
Book Balances Bank Balances Bank Balances 
Balances 
1 Accrued check 
2 Accrued certified check 
3 Deposit in transit 
T Proceeds of a customer note 
collected by the bank 
7 Proceeds of a loan made to the 
company by the bank 
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No. 


Increase 
Decrease Increase Decrease 
items Book No effect 
Book Balances Bank Balances Bank Balances 
Balances 





6 


A customers bounced check 








7 























Bank service charge 





8- Choose the correct answer: 


(1) Which of the following statements is correct about promissory notes 


a. 


c. 


d. 


The party making the promise to pay is called the payee. 
The party to whom payment is to be made is called the maker. 
A Promissory note is a negotiable instruction. 
A Promissory note is more liquid than an account receivable. 
If cement company accepts IQD 1000000, 3- month, 10% promissory note in 
settlement of an account. The entry to record this transaction is to debit: 
Notes receivable by IQD 1030000. 
Notes receivable by IQD 1000000 
Accounts receivable by IQD 1030000. 
Accounts receivable by IQD 1000000 


(3) If Arabic Emirates Company holds $ 10000000, 120-day, 9% notes, the entry made by the Arabic 


Emirates company is to credit: 


a- Cash 10300000 
b- Notes receivable 10300000 
c- Notes receivable 10000000 
Interest revenue 300000 
d- Cash 9700000 
Interest expense 300000 


(4) We credit cash in bank in the following except: 


(a) Purchase goods by cheque, (b) Pay salaries by cheque, (c) Collect a revenue by 


cheque, (d) Pay a liability by cheque. 


(5) The promissory note is a note payable when: 


(a) Sale an asset by a promissory note. 
(b) Collect revenue by promissory note. 
(c) A client pays his obligation by endorsing a promissory note. 


(d) An expense is settled by a promissory note. 


(6) Which of the following are not from commercial papers? 


(a) Accounts receivable (b) Cheques. 


(c) Promissory note (d) Withdrawals 


(7) When a company purchased a machine by a promissory note we credit: 


(a) A machine A/c (b) Notes receivable (c) Notes payable (d) Cash 
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B- EXERCISES 
1- The White Sea Company had inventory and purchases for the year as follow: 























Particulars Units Costs Amounts IQD 
Inventory ,January 1 2000 2.00 4000 
Purchase No.1 1000 2.50 2500 
Purchase No.2 1500 2.75 4125 
Purchase No.3 1500 2.85 4275 
Purchase No.4 2000 3.00 6000 
Total 8000 20900 




















The physical inventory count at December was 3000 units. 

Required: Compute the cost of the December 31 inventory based on the following 
inventory methods: 

(a) FIFO 

(b) LIFO 

(c) Average Cost. 

2- (a) Yasser Mussa purchased goods IDs 5000 on credit from Mohamed Ahmed 10% trade 

discount on 2 nd, March 2019. 
(b) Mohamed signed a promissory note to settle his obligation for Yasser. 
Required: 
(1)Record the above two transactions in Yasser journal and then in Mohamed journal. 
(2)Post the transactions to ledgers accounts for both of them. 

3- Information necessary for the preparation of a bank reconciliation and related journal 
entries for the Stores Corporation at November 30 is listed below: 

(1) The balance per records of the Stores Corporation is IQD 1042309. 

(2) The bank statement shows a balance of IQD 915457 as of November 30. 

(3) Two debit memorandum accompanied the bank statement: one for IQD 13 was for 
service charges for the month; the other for IQD 86460 was attached to an NSF (Not 
Sufficient Funds) check from Tahssen. 

(4) The paid checks returned with the November bank statement disclosed two errors in the 
cash records. Check no. 832 for IQD 92348 had been erroneously recorded as IQD 93248 
in the cash payments journal, and check No. 851 for IQD 6633 had been recorded as 
IQD 3366. Check No. 832 was issued in payment for a store display counter; check No. 


851 was for advertising expense. 
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(5) A collection charge for IQD 10000 (not applicable to Stores Corporation) was 
erroneously deducted from the account by the bank. 
(6) Cash receipts of November 30 amounting to IQD 62525 were mailed to the bank too late 
to be included in the November bank statement. 
(7) Checks Accrued as of November 30 were as follows: No. 860 for IQD 16000, No. 870 for 
IQD 7520, and No. 880 for IQD 12280. 
Required: 
1) Prepare bank reconciliation at November 30. 
2) Prepare the necessary adjusting entries in general journal form. 

4- The bank statement received by Mounir at the end of Nov. 2019 shows a balance of 
IQD 6380(Amounts in IQD thousands). The cash account of Mounir shows a 
balance of IQD 7190 at the same date. 

Analysis of Mounir's records together with the bank statement shows the following: 

(1) The following checks were issued by Mounir but do not appear on 

the bank statement: 
check No. 3025 for IQD 20050 
check No. 3026 for IQD 31250 
check No. 3028 for IQD 48700 

(2) A deposit of IQD 2000 was made on Nov. 30, but does not appear on the bank 
statement 

(3) The following notes were attached to the bank statement: 

€ Credit note No. 116 for IQD 500 collected on a note receivable and added to 
Mounir's account 
® Debit note No. 20 for a NSF check drawn by Walled - one of Mounir's customer - 
for IQD 300. The check had been deposited by Mounir on Nov. 21. 
® Debit note No. 1311 for IQD 10 service charges. 
Required: 
a) Bank reconciliation statement. 
b) The cash balance which should appear on Mounir's balance sheet at Nov. 30, 2020. 
5- Suzan Equipment routinely invests seasonally idle cash in common stock. The 
following transactions took place in 2019. 
1) Jan, 5" Suzan purchased 1000 shares of Jamal tools Company for IQD 1500 per share. 
A IQD 75000 broker's Commission was paid. 
2) March, 4" Suzan bought 2500 shares of Iraq steel for IQD 4500 per share plus a 
broker's Commission of IQ 120000. 
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3) April, 15" A IQD 5000 per share quarterly dividend was received on the Jamal stock. 

4) June, 12^ thirty shares of the Jamal stock were sold. The net cash received after 
deducting broker's fees was IQD 48000 

5) July. 14^ Fifty shares of Jordan stock were sold for IQD 5600 per share. A brokerage 
Commission of IQD 200 per share must be deducted from the sales price in 
determining the amount received by Suzan. 

6) Oct. 15^ IQD 5000 per share quarterly dividend was received on the Jamal stock. 

7) Dec. 31* IQD 200 per share annual dividend was received on the Iraq stock. 

8) Dec. 31* entries were made to close all temporary accounts. 

Required: 


(a) Prepare Journal entries to record the transactions and events listed above (your entries 


should be supported by clearly Labeled calculations). 


(b) Assume that on December 31. 2019 the market price of the Iraq stock was IQD 1600 


per share and the market Iraq of the price stock was IQD 5500 per share, at what 
amount will the marketable securities appear on the 31st December, 2019. Balance 


sheet? 


*" Answers to question (7): 





No. 


Increase 


items 


Book 


Balances 


Decrease 


Book Balances 


Increase 


Bank Balances 


Decrease 


Bank Balances 


No effect 





Accrued check 





Accrued certified check 





Deposit in transit 





Proceeds of a customer 
note collected by the 


bank 





Proceeds of a loan made 
to the company by the 


bank 





A customers bounced 


check 








Bank service charge 
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= Answers to question (8): 
No a b c d 


(1) s 
(2) i 
(3) ä 
(4) i 
(5) x 
(6) i 
(7) E 
*9" Answer to Exercise (1) 
a) FIFO: IQD 8850 {(2000@ IQD 3.00 ) + (10009 IQD 2.85) = 
IQD 6000 + IQD 2850} 
b) LIFO: IQD 6500 [(2000@ IQD 2.00) + 1000 @ IQD 2.50) = 
IQD 4000 + IQD 2500] 
c) Average cost: IQD 7830 [(3000 @) IQD 2.61), from (IQD 20900 + 8000 = IQD 2.61)] 
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CHAPTER 
(5) 
OWNER’S EQUITY 


AND CURRENT LIABILITIES 
lgluxl SUgllably ASL dolo 

Owner’s equity is the residual interest in the assets of a business entity that remains 
after deducting the entity's liabilities. Also called residual equity or, for corporations, 
stockholders’ equity. While the Current liabilities are the debts and obligations expected to be 
satisfied within one year or within the normal operating cycle, whichever is longer. 
1- OWNER’S EQUITY Shl gis 

The owner's equity in a business represents the financial resources invested by the 
owner, and is equal to the total assets minus liabilities. 

There are three common types of business organizations: 
(1) Single proprietorship (255,3 lèas) which is owned by a single person. 
(2) Partnership (ela à $,3) is association of two or more persons to carry on as co - 
owners a business for profit. 
(3) Corporations (doamLue 45,4) which are fewer in number but most in money volume and 
their economic impact are clearly the most important. These corporation many issue 
shares and / or bonds. 
A- Elements of owner's equity — à SAL! polis 

Commonly, the owner's equity in the corporation composes of three items as follow: 

™ Capital 

™ Retained earning 

™ Reserves 
1-Capital ^ JU ul 

Capital represents the amount of financial resources invested by the owner (s). 

In single proprietorship (45,8 8224) which is owned by a single person, if the owner is 
Mr.( x) we open( x's) capital account and credit it by the investments of Mr.( x ) and debit the 


assets accounts given to the entity. 
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In partnership (.jela5 45,5), we open a capital account to each partner (A, B), but in 
corporations the paid up capital account is credited by the amount of shares issued and 
subscribed and paid up by the corporation's shareholders. 

(1) Ordinary Shares (Common Stock) edo à sul 

A share is a certificate (65l4y 2) of ownership in a corporation. Shareholders 
(stockholders) are the owners of a corporation. There are two types of shares (stocks): 
Common stocks and Preferred stock. 

Common stocks (ordinary shares) (ols! egos! ) give the right to vote (§> Cugadl) in 
the stockholders’ meetings (Glclgie!) and managerial decisions. 

(2) Preferred Stock dj Ue. ed 

A preferred stock is a certificate of long- term debt. A preferred stock is a debt security 
that promises to pay interest and principal on predetermined dates. Preferred stocks are debt 
securities issued by corporation if it needs financing and doesn't need to increase its 
shareholding capital by issuing new shares. 

The rights of preferred stock holder are: 

E Interest which is paid before dividends. 
™ Principal which depends on maturity. 
™ First priority in case of bankruptcy. 

Preferred stock (Lick) esl) has a preference as to payment of dividends and in the 
distribution of assets in case of liquidation (4.4.03). 

The accounting treatment for issuing and selling and 50000 common shares of (one) 


IQD par value is: 





Date Particular Dr. IQD Cr. IQD 





Cash A/c Dr. 50000 


To common stock A/c 50000 




















If a corporation accepts IQD 100000 buildings and IQD 300000 equipment in 
exchange for its 80000 shares (5) IQD par value, the entry will be: 








Date Particular Dr. IQD Cr. IQD 
Buildings A/c Dr. 100000 
Equipment A/c Dr. 300000 
To Common stock A/c 400000 
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Organization costs are legal fees and any amounts paid to secure a corporation's charter 
(jLital «ba .diLoy). It represents an intangible asset and should be written of (amortized) over 


the estimate of benefit period which is five years for taxation purposes in Iraq. 





Date Particular Dr. IQD Cr. IQD 
Organization costs A/c Dr. 20000 
To Common stock A/c 20000 























(Gave the promoters 20000 shares of (one) IQD par value in exchange for services in 
getting the corporation organized). 
2- Retained earning 8524! eU jM 

Retained earnings are the equity of the stockholders generated from the income 
producing activities of the business and kept for use in the business. 
3- Reserves 

Reserves are as a form of distributions of profits, they are also percentages deducted 
from the net income for use as a legal reserve, an improvements reserve, contingents reserve, 
expansions reserve, etc. 
B- Treatment of Owners' Equity 

ASL Godot Ault! doula 

Since equities (liabilities and owner's equity) represent the sources financing for 
business organizations, the appropriate accounting intent is to credit these equity accounts. 

When we look to the balance sheet equation which summarized elements of 


accounting: assets, liabilities, owner's equity: 





Assets = liabilities + owner's equity 











Owner's equity is more than capital; it represents the net assets; (assets - liabilities) as 


follows: 





Net Assets =Total Assets - Liabilities 





(1) Owner's equity in single proprietorships 49, HEXITID à SA Solio 

















Particulars Amounts 
The capital of the owner (Mr. Musa) 15000 
+ Net income (net loss) 10000 
- Withdrawals (5000) 
Net owner's equity 20000 





(2) Owner's equity in partnerships (yeLàJ| 6,3 (3 LSU) Sgio 














Particulars Amounts 
Ali 25000 
Firas 15000 
Total 40000 
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Partners' capital statement JU) ly aS S Jl 















































Explanation Ali Firas Total 

Capital, Jan. 1 18000 9000 27000 
Add: Additional investment 2000  [--——-—- 2000 
Net income 6000 6000 12000 
Less: Drawings (1000 . | ==> (1000) 
Capital Dec. 31 25000 15000 40000 

(3) Owner's equity in Corporations demlub! OS pid! § iSl Soi 
Particulars Amounts 
Authorized and paid in capital 3000000 shares x IQD1 3000000 
Legal reserves 500000 
Retained earnings 1000000 
Total shareholders equity 4500000 














Paid - in capital (¢ 934.4) JULI vb) is the term used to describe the total amount of 
cash and other assets paid to the corporation by stockholders in exchange for capital stock. 
Retained earnings (8; -ec«4l eL. JM) are net income retained in a corporation. 


For example, assuming that net income for Aurok Aluminum Company 


is IQD 1000000 for the first year of operations, the closing entry is: 





Particulars Dr. Cr. 


1000000 


Date 





Income summary A/c Dr. 


1000000 

















To Retained Earnings A/c 
If the balance of IQD 6000000 in common stocks at the end of its first year, its 





stockholders’ equity section is as follows: 


Paid - in capital ¢ 944) JUI m 














Particulars Amounts 
Common stock 6000000 
Retained earnings 1000000 
Total stockholders' equity 7000000 














Example: 
Suppose Arab Company issues 9000 Bond, IQD 100 per Bond, 10% interest dated 
Jan.1. 2020. The journal entry to record the sale is: 




















Dr. Cr. 
Date Particular 
IQD IQD 
2020 Jan, 1 Cash A/c Dr. 900000 
To bonds payable A/c 900000 








If the interest is paid quarterly, the interest must be paid on 1" April 2020 is: 
900000 x 1096 x (3/12) 222500 
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Dr. Cr. 
Date Particular 
IQD IQD 
April 1°, Bond interest expense A/c Dr. 22500 
2020 To cash A/c 22500 
(To record payment of interest) 








If the market interest rate is less than the bond contractual interest rate, bonds sell at 


premium. 


$ Example: 


Suppose Arab Company in previous example sold those bonds at IQD 105 (105% of 


face value) ,the journal entry is: 





Date Particular 





900000 x105% = 945000 
945000 - 900000 = 45000 














Dr. IQD Cr. IQD 
Cash A/c Dr. 945000 
To bonds payable A/c 900000 
To premium on bonds payable A/c 45000 





If the market interest rate is more than the bond contractual interest rate, bonds sell at 








discount. 
$ Example: 
Suppose in exercise (1), the Arab Company sold that bonds at IQD 97. The journal 
entry is: 
Date Particular Dr. IQD Cr. IQD 
Cash A/c Dr. 873000 
Discount on bonds payable A/c Dr. 27000 
To bonds payable A/c 900000 
900000 x 97% = 873000 
900000 - 873000 = 27000 











The journal entry to record the redeeming bonds of 1000000 face value maturity is: 





Date Particulars 


Dr. IQD 


Cr. IQD 





Bonds payable A/c Dr. 
To cash A/c 





1000000 





1000000 





The entry to convert IQD 50000 bonds to 40000 shares at one IQD par value is: 




















Date Particular Dr. IQD Cr. IQD 
Bonds payable A/c Dr. 50000 
To common stocks A/c 40000 
To Paid in capital in excess of par value A/c 10000 





2- CURRENT LIABILITIES esal) Dabl Gb gahl) 











A liability is an obligation (el;-Jl) to convey assets or perform services at 


some future date. A company's debts or obligations those are due within 
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one year. Current liabilities appear on the company's balance sheet and include short term 
debt, accounts payable, accrued liabilities and other debts. 


A- Nature of Current Liabilitiesd!glAxt] cob gahl daub 

Current liabilities include (1) those obligations which will require payment from exist- 
ing current assets and (2) all other obligations that are to be paid from current assets within 
one year. 

Generally, current liabilities arise from day-to-day business operations (ie. Accounts 
Payable, Salaries Payable, etc.). Others may result from the need for short-term loans (i.e. 
Notes Payable) and still others from management created long-term obligations having a 
definite relationship to a short-term period (i.e. current maturity values of long-term loans). 

Proper recognition and accurate measurement of all current liabilities are necessary in 
order to avoid overstatement of assets, long-term liabilities or net income (i.e. the entire 
balance sheet equity section). Further, current and long-term liabilities must be accurately 
distinguished so that net working capital will be properly stated. 

B- Definition of Current Liabilities Sbolbb! cius glah 

Financial Accounting Standards Board (FASB) defined liabilities as probable future 
sacrifices ( 4sua5 ) of economic benefits arising from present obligations of a particular entity 
to transfer assets or provide services to other entities in the future as a result of past 
transactions or event. 

APB (Accounting Principles Board) Statement No. (4) defined liabilities as: 

Economic obligations of an enterprise that are recognized and measured in conformity 
with generally accepted accounting principles. 

Current liabilities are obligations whose liquidation is expected to the use of existing 
current assets or the creation of other current liabilities. 

Examples include most account payables, notes payable, accrued expenses, and the 
current portion of unearned revenues. 

(1) Accounts payable (creditors) alo Sblus 

Accounts payable are liabilities incurred in obtaining goods and services from 

suppliers in the ordinary course of business. 
(2) Notes payable gà» E 
Notes payable are cash loans obtained from banks and other lending 


institutions represent current liabilities if they are due in the succeeding 
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operating period. Notes payables represent promissory notes (WLS 48)9 ) obliged and signed 
by the entity. 
(3) Bank Overdraft ShI e Kou 

The bank overdraft is a method of financing (borrowing money from a bank) used 
extensively in which an arrangement made between the customer and the bank manager, 
where by the customer is allowed to draw more money out of his account than he has to his 
credit. 

C- Valuation of Current Liabilities Ug) sib) cb ols! eu 

Current liabilities (i.e. legal debts and obligations) are generally recorded in the 
accounts and reported in financial statements at face value. In those rare instances where exact 
amounts are not available, estimates are made to determine the present value of a future 
outlay, using the discount method described in APB Opinion No. 21, "Interest on Accounts 
Receivables and Payables". 

Four distinct categories can be identified with respect to the element of uncertainty 
which affects the valuation of these future payments as current liabilities: definitely deter- 
minable liabilities, liabilities arising from operating results, estimated liabilities and contingent 
liabilities. 

(a) Definitely Determinable Liabilities lg3 JS zo dood! Ob slat 

These liabilities generally originate from contracts or legal statutes which fix the 
amount of the obligation and its due date rather precisely. Therefore, the basic accounting 
problem is determining that the obligation does in fact exist and that it is properly recorded. 
(1) Trade Accounts and Notes Payable xà» Blais à led Gblus 

Procedures for handling the recording and control of trade accounts and trade notes 
payable center around purchase journals, voucher registers, accounts payable ledgers or open 
invoice files, etc. Generally these records, or any combination of them, will yield ample 
evidence as to the existence, amount and due date of unpaid obligations. For statement 
purposes it is important that particular attention be paid to transactions occurring near the 
end of one accounting period and the beginning of the next so that the liability for goods 
received is recorded in the same period as the merchandise is included in inventory. 

4 Example: 

Suppose that merchandise with a valuation of IQD 1000 is received a few 

days before the end of one accounting period. If it is included in the 


inventory at the end of that period but is not included among that period's 
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liabilities, the liabilities for that period will be understated and the net profit for the period will 
be overstated by IQD 1000. 


Cash discounts applicable to vendors' invoices should be anticipated and recognized by 
a debit to Allowance for Purchase Discounts, a contra account against Accounts Payable- 
Trade on the balance sheet. This procedure is similar to that for the valuation of accounts 
receivable. 

(2) Loan Obligations 28 Ola 

Items of this type include notes and loans payable and any portion of long-term debt 
that will mature during the coming operating cycle. However, if such portion of long-term 
debt will not require the use of current funds (such as retirement through the operation of a 
special-purpose sinking fund), the debt should be reported as noncurrent with an appropriate 
note. 

According to APB Opinion No. 21, if no interest is explicitly stated, or if the rate of 
interest is unreasonably low, then interest must be imputed (that is, it is understood to be 
included in the total). If adequate interest is not included, the cost of the asset will be over- 
stated and interest expense understated. The APB opinion does not apply to payables or 
receivables arising with suppliers or customers in the normal course of business which are due 
on ordinary trade terms. 
$ Example: 

On June 30, 2020, the Bushra's Company issues a IQD 15000, one-year, non-interest- 
bearing note to the Adams Roofing Corporation for the purchase of a roofing machine. If the 
machinery and note payable are recorded at the face value of the note; both the asset and the 
liability will be overstated. If the prevailing rate of interest is 8, 596, the present value of the 
note is IQD 13824.88 (IQD 15000 + 1.085). The entry on June 30 is: 








Date Particular Dr. IQD Cr. IQD 
Machinery A/c Dr. 13824.88 
Discount on Notes Payable A/c Dr. 1175.12 
To Notes Payable A/c 15000.00 


(To record the present value of a non-interest-bearing note of 
IQD 15000.00 to the Adams Roofing Corporation. Present 
value of note is IQD 13824.88). 




















For financial statements prepared before the maturity of the note, Interest Expense and 


reduction of Discount on Notes Payable must be recognized. At December 2020, the entry is: 
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Date Particular Dr. IQD Cr. IQD. 
Interest Expense A/c Dr. 587.56 

To Discount on Notes Payable A/c 587.56 
(To record interest on note to December 31, 2020) 
(13824.88 x 8.5% x 6/12 ) 























For balance sheet presentation, the balance of Discount on Notes Payable is subtracted 
from Notes Payable. 
(3) Dividends Payable Sho oua 

Dividend obligations are created only by action of a company's board of directors. The 
declaration by the board represents a legal obligation to pay the cash dividend in the amount 
specified at the specified time. It always creates a current liability. 
(4) Accrued Liabilities áAocuus CU glas 

Unpaid obligations resulting from contractual commitments (e.g. payrolls) or 
government legislation (e.g. taxes) are referred to as accrued liabilities or accrued expenses. 
Taxes are generally material in nature and are usually shown under a separate heading among 
current liabilities. Some accruals (e.g. accrued interest) are often combined with their 
respective liabilities, while most others are shown in a combined form under a single heading. 
Some types of accruals require special attention: 
Payroll and Payroll Related LiabilitiescolslyJ Vb habl Gilg JI Joao 

Generally, employees are paid after services have been performed, thus creating a 
liability as of the end of any accounting period for amounts earned but not paid. 

™ Social Security or bel Glue 

" Unemployment Insurance JI Gull 

™ Vacation Pay álasJl >l 
Property Taxes 4504) Wil pò 

These annual taxes arise from the ownership and/or use of real or personal property, 
and should be recorded as a pro-rated (Za2Jl duu) liability over the established tax year. 
(b) Liabilities Arising from Operating Results 

Jail già Ge deal coulis 

Some liabilities cannot be measured until the results of operations are known. In these 

cases, the basic accounting problem is estimating appropriate amounts for interim monthly or 


quarterly statements. 
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(1) Income Taxes Jes ele 

This liability applies only to corporate, estate and trust income. Earnings from the 
operation of sole proprietorships and partnerships are treated as personal income of the 
parties involved, and generally require no disclosure of a liability. 

(2) Bonus Agreements (CLK) ög LSU 

This category includes contractual obligations covering a variety of periodic items such 
as rents, royalties and additional employee compensation (i.e. profit-sharing). Bonuses which 
depend on revenues can be easily computed. 

(c ) Estimated Liabilities bythe DL glho 

This category refers to liabilities which are indeterminate as to amount and due date, 
but which exist and can be estimated with a reasonable degree of accuracy as long as there is 
objective evidence on which to base the amount of such obligation. Such liabilities may be 
either current or long term. The two main groups of estimated liabilities are discussed below. 
@Liabilities for Premiums and Other Customer Advances 

gia! Gledog bhui je cob sllas 

Premium coupons, tokens, tickets, certificates, etc. which entitle the holder to 
merchandise, cash, or the performance of a service at some future time are considered 
customer advances. Such obligations should appear as an estimated liability on the balance 
sheet of the issuing company. 
abilities under Guarantees and Warranties GYWS, Oblò cuz se Ob glho 

This liability group arises from product sales (e.g. cars, televisions, etc.) or contracts 
(e.g. rentals where the lessee must restore property to a specified condition on termination). 
(d) Contingent Liabilities dbotob!) DUI Gb dat) 

The term contingent liabilities refer to potential future obligations which may or may 
not in fact materialize. It is thus distinguished from estimated liabilities, which do exist but are 
uncertain as to amount, due date and/or payee. Typical contingent liabilities include: 

(1) Pending Lawsuits &&lze d5La8 goles 
Litigation against a company is carried as a contingent liability until such 


time as the claim is actually settled (ie. after all appeals, upon out-of- 
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court agreement). Lawsuits pending as of the balance sheet date are generally included as 
footnotes without mentioning Dinar values. 


(2) Endorsement of Notes lyg/ E 

When recourse is involved in discounting notes receivable or assigning accounts 
receivable, the company endorses such debts and may become liable in the event that the 
original debtor defaults. 

(3) Income Taxes JSI c 5l pò 

In the event that the Taxes Authorities fails (§45y) to accept a company's tax return as 
submitted and assesses additional taxes, a contingent liability is created pursuant to an audit. 

In reporting contingent liabilities, the sole objective is adequate disclosure of such contingency and if 
determinable, the amount involved. Disclosure in financial statements may be made by (1) a parenthetical 
comment following the item heading, (2) footnote, (3) inclusion of item among liabilities without extending 
a Dinar amount or (4) appropriation of retained earnings. 

D- Presentation of Current Liabilities — (e gluhi SL ghabl 

There are two considerations with respect to current liabilities in the balance sheet: 
(1) Listing Order | Jade! Wau! 

Current liabilities are generally listed according to amount (largest to smallest), 
although they may be listed by due dates when differences in maturity are significant. 
Liquidation priorities (i.e. taxes, wages, etc.) should be ignored in the interest of the going- 
concern assumption. 

(2) Detail of Disclosure e La3yI Jola 

The kinds of headings used under Current Liabilities will depend on the purpose of the 

balance sheet. 


The following classification is generally acceptable: 





























Current Liabilities IQD 
m Notes Payable to Banks mE 
* Notes Payable to Trade Creditors XXX 
™ Accounts Payable to Trade Creditors XXX 
™ Other Notes and Accounts Payable FEK 
™ Estimated Income Taxes Payable XXX 
m Other Accrued Liabilities xxx 
= Amounts Due to Officers and Employees Xxx 
™ Other Current Liabilities PER 














Liabilities which will be liquidated by the issuance of capital stock should be included 
under stockholders' equity. 
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Terminology  Olsthal) 
Accrued Liabilities ääris cusa | Market Goud] 
Bank Overdraft Sgil (Je Usuw! | Notes payable zê Shs! 
Bankruptcy 8! | Obligations Colas 
Bonds payable á5l» clau» | Operating cycle A sc! özg 
Bonus Agreements BLK )öM Söll | Operating Results edad) gto 
Capital JUI ol; | Ordinary shares dsl] eal 
Common stocks sole egw! | Owner's equity ASA S gdm 
Contingent Liabilities 45ylb Sblolls | Ownership ASA 
Contingent liability s()lb elzJ! | Paid - in capital ELI JUL oly 
Commitments Slugs | Parenthetical comment O33 Oe pe 3 
Corporation Asmblus cS, | Partnership ulas d$, 
Current liabilities gla Sboells | Payroll clo; Joa 
Declaration Oluge pai | Pending Lawsuits dalze óla sgleo 
Dividend obligations áo, Gliiw | Personal property uari dde 
Dividends Payable á5l» auam | Preferred stock 83b] equi! 
Earnings cbs! | Premium öge 
Elements sols | Property Taxes AS ds Ul po 
Accounts payable á5l» GLLus | Pro-rated &azJl à. o 
Endorsement of Notes Gla! x43 | Redeeming Mua colo jus 
Estimated Liabilities 48h) cobsllall | Reserves SbibbLis! 
Footnote ol» | Residual interest d Ae 6350 
Government legislation ess m X3 | Retained earnings B5exioll eb NI 
Guarantees Obs | Shareholders avem lub! 
Inclusion gå | Single proprietorship 45558 dLiie 
Listing Order Jgd C35 | Social Security slic! obo 
Income Taxes Jes Sls | Stockholders ego doo 
Interest 8358 | Trade Accounts dy led Gblus 
Interest rate SWI Jazo | Unemployment às, 
Legal reserves opb SLblis! | Vacation Pay Als)! jl gô 
Liquidation daa! | Warranties YLS 














180 





QUESTIONS AND EXERCISES 
A- QUESTIONS 


1- Explain the following sentence "Equities are more than capital and more than owner's 
equity". 
2- Are the equities a uses or sources of funds? Explain. 
3- Compare the owner's equity among: 
™ Single proprietorship. 
™ Partnership. 
™ Corporations. 
4- Define the following terms: 
™ Paid - in capital, 
™ Owner's equity. 
5-Define the following: 
™ Shares. 


™ Preferred Stock 
6- Explain the main differences among common stocks, preferred stocks, and bonds. 
7- Choose the correct answer from the following:- 
(1) If the bonds are issued at a discount, this indicates: 
(a) the contractual interest rate exceeds the market interest rate. 
(b) The market interest rate exceeds the contractual interest rate. 
(c) The market interest rate is equal to the contractual interest rate. 
(d) None of all the above. 
(2) For Iraq, U.S dollar is: 
(a) a preferred stock (b) a share (c) a cheque (d) a foreign currency 
(3) Gains from foreign currency transaction are reported at: 
(a) Income statement (b) owner's equity section (c) Not reported at all (d) all of the 
above. 
(4) The bonds payable are......... when bonds are sold for stocks (shares). 
(a) Debited (b) Credited 
(c) Debited sometimes and credited other (d) None of all the above. 
(5) When the company sold 1000 shares at IQD 1500, its par value is IQD one in this case 
there is: 
(a) premium IQD 500000. (b) Discount IQD 500000. 
(c) Premium IQD 1500000. (d) Discount IQD 1500000. 


8- Define the following terms: 


E Liabilities. 
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™ Accounts Payable. 
™ Notes Payable. 
™ Bank Overdraft. 
9- Choose the correct answer 
(1) Which of the following would not be reported as a current liability on the balance 
sheet? 
(a) Bank overdraft. 
(b) accrued vacation pay. 
(c) stock dividends. 
(d) stamps redeemable for premiums. 
(2) Which of the following is not a contingent liability? 
(a) Pending lawsuits. 
(b) endorsement of notes. 
(c) additional income taxes assessed. 
(d) warranties. 
(3) Bonus terms are not usually based on net income 
(a) before income taxes and bonus. 
(b) after cost of goods sold, but before bonus. 
(c) after bonus but before income taxes. 
(d) after income taxes and bonus. 
(4) The Brown Company issues a long-term non-interest-bearing note for a machine and 
records the note at face value. What is the effect? 
(a) Asset cost will be overstated. 
(b)liability will be understated. 
(c) interest expense will be overstated. 
(d) depreciation expense will be understated. 
(5) Accrued liabilities include: 
(a) Income tax expense. (b) accrued vacation pay. 
(c) contingent liabilities. (d) deposits paid. 
B- EXERCISES 
1 - Record the following transactions in Journal: 
(1) Issuing and selling 10000 common shares at 100 IQD, par value is 90 IQDs. 
(2) Converting IQD 70000 bonds to 10000 shares at IQD 6.5. 


2- Ahmad Ali started his business, and supplies his business with: 


Cash IQD 10000000 
Notes receivable IQD 5000000 
Accounts payable IQD 3000000 
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Required: 
(1) Record the journal entry. 
(2) Prepare the opening balance sheet 
(3) Determine the equities and the uses of funds. 


& Answers to question (7): 























No. A b 
(1) x 

(2) 

(3) x 

(4) 

(5) x 




















& Answers to question (9): 
(1) ¢ (2) d; (3) b; (4) a; (5) b. 


)Xoxooooeocooooooc 
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CHAPTER 
(6) 


FINANCIAL STATEMENTS 
AYLI eile 

Financial statements are the final outputs for applying the accounting cycle which 
supply with creditable, relevant, and timely financial information to take rational economic 
decision. 

The object of a business is to get profit. It is something of vital importance to all 
business. The profit made by a business is the difference between the total revenues earned 
and the total expenses incurred during a particular period of time. The owner is also interested 
to know his financial position. The preparation of manufacturing account, Trading account 
„Profit and Loss Account , Balance Sheet , statement of cash flow are known as the 
preparation of financial statements. Usually, there is difference between the financial 
statements for the commercial firms and the financial statements for the industrial companies. 
The financial statements for commercial firms are explained in book of accounting ( part 1) , 
while the financial statements for the industrial companies should be expose in this chapter. 

The financial statements are the following: 

1- Manufacturing account (operation account). 
2- Trading account. 
3- Profit and loss account. 
4- Balance sheet. 
5- Cash flow Statement 
Some industrial companies prepare the following statements: 
1- Statement of goods manufactured. 
2- Income statement 
3- Balance sheet. 
1-MANUFACTURING ACCOUNT Jesuit) lus 

Manufacturing account is prepared with the object of finding out what cost of 
production has been made by the manufacturing department through its operational activities. 
It is drawn solely for the purpose of arriving at the actual cost of production. 

The format of Manufacturing Account is as follow: 

Manufacturing Account 

For the year ended.............. 



































Particulars IQD IQD Particulars IQD IQD 
ToStock at the beginning:- By Stock at the end :- 
Raw materials XXX Raw materials xxx 
Partly manufactured goods Xxx Partly manufactured goods xx Bs 
XXX 
Add Purchases for Raw materials 
les Returns XXX Cost of Production 
(xxx) (transferred to Trading A/c) 
To Carriage inwards on Raw materials | ----- E 
To Productive or direct wages Xxx 
ToFactory Expenses : XXX 
Rent & Taxes 
Lighting & Heating Xxx 
Motive Power xx XXX 
Coal & Coke xxx 
Factory insurance aa 
Indirect wages xxx 
Repairs to plant XXX. 
Repairs to factory building xxx 
XXX 
XXX 
Depreciation : XXX 
Plant Xxx 
Factory Building xxx 
XXX 
Total Xxx Total XXX 
2- TRADING ACCOUNT byob) eL 


That part of an income statement which shows how the gross (operating) profit was 
generated through the firm's trading activities. 
The following items usually appear in the debit and credit sides of the trading account. 
€ Debit Side Items: 
1. The value of opening stocks of goods (i.e. the stock of goods with which the business 
was started). 
2. | Net purchases made during the year (i.e., purchases less returns). 
3. Direct expenses, if any. 
€ Credit Side Items: 


1. Net sales: Total sales made during the period less the value of returns. 
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2. The value of closing stock of goods. 

The difference between the two sides of the trading account represents either gross 
profit or gross loss. Thus if the credit side is heavier that would mean that the firm has earned 
gross profit i.e., the excess of selling price of the goods sold over their purchase price. If the 
debit side is heavier it would mean that the firm has suffered gross loss i.e., purchase price of 
goods exceeds the selling price. The balance of trading account which represents either gross 
profit or gross loss is transferred to profit and loss account. 

Format of Trading Account (T Account or Account Form): 


Trading Account for the year ending............. 











Particulars IQD IQD Particulars IQD IQD 

To Opening Stock of finished goods By Sales XXX 
To Cost of production b/d XXX Less: Sales Returns (xxx) 
From manufacturing A/c Net sales XXX 
To Purchases of finished goods XXX By Ending Stock of 
Less Purchases Returns XXX Finished goods ck 
To Carriage inwards on Purchases (xxx) By Gross Loss x 
To Gross Profit (Transferred to P&L A/c) (Transferred to P&L A/c) 

XXX 

XXX 

XXX XXX 


























A- Trading Account Items |. 8,2 Ub wlus polis 
@ Opening Stock — 844 Jal 3355 

In case of trading concerns it will consist of only finished goods or goods to be sold 
without alteration (,.23). In manufacturing concerns, the opening stock will consist of three 
parts. 

(a) Stock of rawmaterials. 

(b) Stock of partly completed goods or work-in-progress. 

(c) Stock of finished goods. 

In case of new business there will be no opening stock. 
G Purchases Gb xs 

This item includes both cash and credit purchases of goods bought with the object of 
sale. 
@ Returns Outwards or Purchases Returns Ob Zl Slogo,0 

It means the goods returned by a trader to his suppliers from out of his purchases. 
Return outwards reduce the purchases. It is shown by way of deduction from purchases in the 


trading account. 
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@ Discount on Purchases Gb i Zl d 

It is also shown by way of deduction from purchases in the trading account. 
@Sales Glaus 

This item includes total of both cash and credit sales of goods in which business deals 
in. It is credited to trading account. 
@ Returns Inwards or Sales Returns elt! Glogo)0 g) USI) logok 

It means goods returned to a business by its customers from out of goods sold to them. 
It is shown by way of deduction from sales on the credit side of the trading account. 
@ Discount on Sales Gleb! was 

This account has always a debit balance and is shown by deduction from sales in the 
trading account. 
B- Closing Entries for Trading Account | 8j UJ Lu JS! 35.3 

Closing entries are those which are passed at the end of each financial period for the 
purpose of transferring the various revenues items to the trading and profit and loss account 
and thus the nominal accounts are closed. In case of preparing a trading account, the opening 
stock, purchases, sales, returns both inwards and outwards, direct expenses and closing stock 


are transferred to it by means of journal entries as follow: 








No. Entries Dr. Cr. 
Trading Alc Dr. | xxx 
To Purchases Alc Xxx 
1 To Returns Inwards Account Alc XXX 
To Direct Expenses Account Alc (wages, carriage etc.) XXX 


(Being the transfer of the purchases and its returns to Trading A/c) 








Sales Alc Dr. | xxx 
Returns Outwards Alc Dr. | xxx 
: To Trading Alc XXX 
(Sales etc., transferred to trading account) 
Closing Stock Alc Dr. | xxx 
3 To Trading A/c XXX 


(Being to record closing stock) 




















The closing stock is valued at cost or market price whichever is lower. As this item 
materially affects the gross profit (or gross loss), it is essential that all possible care should be 


taken to calculate the closing stock at a proper value. 
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The value of closing stock is taken into consideration only at the time of preparing the 


trading account and not before. The trial balance is prepared before the preparation of the 


trading account. Hence the closing stock does not appear in a trial balance. It is brought into 


account by means of a journal entry debiting stock account and crediting the trading account. 
3-PROFIT AND LOSS ACCOUNT jilusdlg ell Glu 


Profit and Loss account is prepared to find out the net profit of the business. It is 


opened by the transfer of either the gross profit to its credit side or the gross loss to its debit 


side. The Profit and Loss Account is a nominal account and the principle of double entry has 


to be applied. The losses and expenses will be debited, and gains and revenues will be credited 


to this account. 


The Format of Profit and Loss Account 











Particulars IQD Particulars IQD 
To Salaries (office) XXX By Gross profit(Transferred from Trading A/c) 
To Rent and Rates (office) XXX By Interest received XXX 
To Stationery XXX By Commission received XXX 
To Lighting (office) XXX By Apprenticeship premium xx 
To Insurance XXX By Gains on sale of Fixed Assets XXX 
To Depreciation XXX XXX 
To Repairs XXX 
To Postage XXX 
To Bank Charges XXX 
To Interest XXX 
To Audit Fees XXX 
To Advertising XXX 
To Discount (Dr.)* XXX 
To Allowances* XXX 
To Carriage Outwards XXX 
To Loss on sale of assets XXX 
To Loss by Fire XXX 
To Bad debts xx 
+ New R.B.D XX 
Less Old R.B.D (xx) XXX 
To Net profit (Transferred to Capital A/c) 
XXX 
XXX XXX 




















* Note: If the discount on sales and allowances are deducted from sales, they are not 


appearing in the account of profit and loss, and same treatment for the discount on purchases. 


The Profit and Loss Account is also known as Income statement. It can also be 


prepared as follow (American System): 
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4- INCOME STATEMENT ds AI CAS 


Income statement is more famous and used more in accounting profession than 


trading account and profit and loss account. 


1) 
2) 


3) 


4) 
5) 
6) 
7) 


The following equations are derived from the income statement: 

Net sales = Sales - sales returns and allowances - sales discount 

Cost of goods sold = Beginning inventory + cost of goods purchased — ending 
inventory. 

Cost of goods purchased = Purchases - purchases returns and allowances - purchases 
discounts + any purchases expenses such as freight - in. 

Gross profit = Net sales - cost of goods sold. 

Income from operations = Gross profit - total operating expenses. 

Total operating expenses = Total selling expenses + total administration expenses. 

Net income = Income from operations + other revenues and gains - other expenses and 


losses. 


Income Statement 


For the year Ended December 31, xxx 














Particulars IQD IQD IQD IQD 
Sales XXX 
Less : Sales discounts 6o 
Sales Returns and allowances (xxx) 
XXX 
Net sales XXX 
Cost of goods sold: 
Beginning inventory n 
Purchases 
XxX 


Less: Purchases discounts 


Purchases Returns and Allowances 


Net Purchases ae 

Freight-in Xxx 
Cost of goods available for sale Xxx 
Less: Ending Inventory XxX 
Cost of goods sold (xxx) 





XXX 
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Particulars IQD IQD IQD IQD 

Gross margin (Gross Profit) XXX 
Operating Expenses: 
Rent Expenses xxx 
Insurance expenses XXX 
Depreciation expenses xxx 
Supplies expenses Xxx 

XxX 
Income from Operations XXX 
Other revenues and expenses: 
Interest revenue XXX 
Interest expenses (xxx) XXX 
Net Income XXX 























$ Example: 

The company of Salah-Aldine can be preparing the income statement for the year 
ended 2019, on basis the following list: 

(Amounts in IQD thousands) 





Particulars IQD (1) IQD (2) Total 
Sales 14000 
Less: sales returns (3000) 
Sales discount (500) (3500) 








10500 
Net sales 


Cost of goods sold 
Inventory, January 1 2000 
Purchases 6000 
Less: purchases returns IQD 1000 
Purchases discount IQD 1000 (2000) 
Net purchases 4000 
Add: freight - in 2000 
Cost of goods purchased 6000 
Cost of goods available for sale 8000 
Inventory, December, 31 (4000) 
Cost of goods sold (4000) 








Gross Profit 6500 





Less: operating expenses 
Selling expenses: 
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Particulars IQD (1) IQD (2) Total 
Freight - out 2000 


Advertising expenses 1000 3000 
Total selling expenses 
Administrative expenses: 





Rent expenses 1000 
Salaries expenses 2000 
Total administrative expenses 3000 (6000) 
Total operating expenses 
Income from operations 500 

Gains on sale of fixed assets 500 500 

Net income 1000 


5- BALANCE SHEET ioga Al.) 


The Balance Sheet presents a photograph of the investing and financing activities of a 


























firm as of a moment in time. It presents a listing of a firm's assets, liabilities and shareholder's 
equity. 

For the commercial firms, the items of the assets are mostly arranged in the order of 
liquidity decrease (45...J1 ja 35) .For the industrial companies, the items of the assets are 
mostly arranged in the order of liquidity increase (4/54. 83055) .The two types of order are 


arranged as follow: 








(1)Commercial Firms (2)Industrial Companies 
™ Cash - in hand ™ Fixed Assets etc. 
™ Cash at Bank ™ Prepaid Expenses 
™ Financial Investments ™ Closing Stock 
™ Bills Receivable ™ Sundry Debtors 
™ Sundry Debtors ™ Bills Receivable 
™ Closing Stock ™ Financial Investments 
™ Prepaid Expenses ™ Cash at Bank 
™ Fixed Assets etc. ™ Cash - in hand 














Also, in the commercial firms, Liabilities are arranged usually in the order of urgency of payment 
while in the industrial companies these items are arranged in order of slowly payment. The two 


types of order are arranged as follow: 








(1)Commercial firms (2)Industrial Companies 
™ Accrued Creditors m Capital 
™ Sundry Creditors ™ Reserves 
™ Bills Payable ™ Revenues received in advance 
™ Loan ™ Loan 


Revenues received in advance Bills Payable 


Reserves Sundry Creditors 


Capital Accrued Creditors 
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Note: 


It is preferable to taking this note, for the solutions of exercises: if the activity of 
company is commercial, it is necessary to use the first type of order. While, if the activity of 
company is a manufacturing, it is necessary to use the second type of order. 


A Balance Sheet may be presented in the following classified form: 


Balance Sheet as on ........ 



































Assets IQD Liabilities IQD 
Cash in office xxx Accrued creditors xxx 
Cash at Bank xxx Sundry Creditors XxX 
Financial Investments Xxx Bills Payable XXX 
Bills Receivable XXX Loan XXX 
Sundry Debtors Xxx Revenues received in advance 
Less Reserve for bad debts (New Reserve) (xxx) Reserves XXX 
Closing Stock xxx Capital XxX 
Prepaid Expenses Xxx Add Additional Capital XXX 
Furniture and Fixtures Xxx Add Net Income XXX 
Plant and Machinery Xxx Add Interest on capital XXX 
Land and Building Xxx Less Drawings XXX 
XXX Less Interest on Drawings (xxx) 
Less Net Loss (xxx) 
(xxx) 
Xxx XXX 
- Preparation of Balance Sheet as Per American System: 
Forat Corporation / Balance Sheet as December 31, 2019 
Assets Amounts IQD 
Current Assets: 
Cash Xxx 
Sundry Debtors XXx 
Merchandise inventory XXx 
Prepaid Expenses XXx 
Property, Plant and Equipment: XXX 
Property XXX 
Plant Xxx 
Equipment XXX 
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Assets Amounts IQD 





Total assets XXXX 





Liabilities and Stockholder's Equity 





Current liabilities : 

















Sundry Creditors Xxx 

Advance from Customers XXX 

Shareholders' Equity XXX 

Common stock XXX 

Total liabilities and Shareholders Equity XXXX 
$ Example 


Draw up Adnan's Manufacturing Account showing cost of production and the Trading 


Account showing gross profit from the following information (Amounts in IQD thousands): 








Particulars IQD 

Factory Wages 14000 
Purchases of Raw materials 4000 
Sales 50000 
Sales Returns 2000 
Opening Stock ( 1-1-2019) : Rawmaterials 8000 
Opening Stock ( 1-1-2019) : Working progress 2000 
Opening Stock ( 1-1-2019) : Finished goods 4000 
Factory insurance 2000 
Tax on materials 1000 
Salary to works manager 3600 
Carriage on Rawmaterials 1400 
Power 1000 
Repairs to Machinery 600 
Depreciation on plant and Machinery and Buildings 5000 














Adjustments: 


The Closing Stock on 31-12-2019 was valued at: 


- Raw materials IQD 6000 
- Work - in - Progress IQD 3000 
- Finished goods IQD 2000 


Adnan's Manufacturing and Trading Account 


For the year ending 31st December, 2019 
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Particulars IQD IQD Particulars 
ToOpening Stock ( 1-1-2019) : By Closing Stock: 
Raw materials Raw materials 
Work - in - progress Work- in - Progress 
To Purchase of Rawmaterials 


To Factory wages 


To Factory insurance 

To Tax on materials 

To Salary to works manager 
To Carriage on Raw materials 
To Power 


To Repairs to Machinery By Cost of production 


To Depreciation on Plant (Transferred to Trading A/c) 


To Opening Stock of By Sales 

Finished goods Less Sales Returns 
To Cost of Production 

By Closing Stock of 
To Gross Profit finished goods 
(Transferred to profit and loss 


account) 








Exercise (1) 
The following balances are related to plastic factory in December, 31,2019 (Amounts in 


IQD thousands): 














Particulars Jan. 1.2019 December. 31.2019 
Raw materials 7000 6000 
Work in process 5000 8000 
Finished goods 9000 10000 

















Cost of raw material purchased for 2019 is IQD 20000 Direct labor IQD 10000, 
manufacturing overhead IQD 5000, finished goods purchased 8000, freight - in for finished 
goods purchased IQD 2000, sales returns IQD 10000, sales revenue IQD 110000, selling and 
administrative expenses IQD 6000, other revenues IQD 1000. 

Cash IQD 15000, accounts receivable IQD 5000, furniture IQD 4000 factory 
equipment IQD 36000, long - term debt IQD 4000, notes payable IQD 3000, accounts payable 
IQD 7000, drawings IQD 3000 capital ???, accumulated depreciation for factory equipment 
IQD 10000. 
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Required: 
(1)Prepare manufacturing account, trading account, and profit and loss account for plastic 
factory for the year ended 2019. 
(2)Prepare the balance sheet for plastic factory as of Dec, 31, 2019. 
Manufacturing A/c 



























































For the year ended 2019 
Particulars IQD Particulars IQD 
To direct materials Jan,l 7000 By direct materials Dec.31 6000 
To work in process Jan.,1 5000 By work in process Dec.,31 8000 
To purchases of ramaterials 20000 By trading account 
To direct labor 10000 (Cost of goods manufactured) 33000 
To manufacturing overhead 5000 
47000 47000 
Trading A/c 
Particulars IOD Particulars IQD 
To manufacturing A/c 33000 By finished goods Dec, 31 10000 
To finished good Jan 9000 By sales 110000 
To purchases of finished good 8000 
To freight - in 2000 
To sales returns 10000 
To profit and loss A/c 58000 
(gross profit) 
120000 120000 
Profit and Loss A/c 
Particulars p Particulars po 
IQD IQD 
To selling and administrative exp. 6000 By trading A/c 58000 
To capital (net income) 53000 By other revenues 1000 
59000 59000 




















Plastic factory 
Balance sheet as of December, 31, 2019 














Assets IQD IQD Equities IQD IQD 
Fixed assets: Owner's equity 
Factory equipment 36000 Capital Jan. 1 10000 
Less accumulated dep. (10000) Add: Net income for 2019 53000 
Furniture 26000 Total capital Dec. 31 63000 
"Total fixed assets 4000 30000 Less: drawings (3000) 60000 
Net owner's equity 
Current assets Long term liabilities 
Ending inventory: Long - term debt 4000 
Raw materials Dec, 31 6000 
Work in process De.,31 8000 Current liabilities 
Finished goods Dec.,31 10000 24000 Notes payable 3000 
Accounts receivables 15000 Accounts payable 7000 
Cash 5000 Total current Liabilities 10000 
Total assets 74000 Total liabilities and owner's equity 74000 
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Exercise (2) 


From Exercise (1): 


(a) Prepare Statement of cost of goods manufactured 


(b) Prepare the income statement for plastic factory for the year 2019. 


Statement of cost of goods manufactured 













































































Particulars IQD IQD 

Raw material Inventory Jan., 1, 7000 

+ Purchases of Direct materials 20000 

Cost of direct materials available for use 27000 

Less/direct material inventory Dec, 31, 6000 

Cost of directs materials used 21000 

* Direct labor costs 10000 

Total direct costs 31000 

+ Manufacturing over head 5000 

Cost of goods produced 36000 

+ Work in process inventory Jan. 1, 5000 

- Work in process inventory Dec. 31, (8000) 

Cost of goods manufactured 33000 
Plastic factory: Income statement for the year ended Dec, 31, 2019 

Particulars IQD (1) IQD (2) Total 

Sales 110000 

Less: sales returns (10000) 

Net sales 100000 

Less: Cost of goods sold 

Finished goods, Jan, 1 90000 

+ Cost of goods manufactured 33000 

+ Purchases of finished goods 8000 

+ Fright - in for finished goods 2000 

Cost of finished goods purchased 10000 

Cost of goods available for sale 52000 

Less: finished goods, Dec., 31 (10000) 

Cost of goods sold (42000) 

Gross profit 58000 

Less: selling and administrative expenses (6000) 

Profit for operations 52000 

Add: other revenues 1000 

Net income 53000 
Exercise (3) 

The following Trial Balance is extracted from the books of the firm of Ismail brothers on 31-12- 
2019 (Amounts in IQD thousands) 
Ismail Brothers - Trial Balance as on 31-12-2019 
Debit Balances IQD Credit Balances IQD 
Opening stock: Capital 70000 
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Debit Balances IQD Credit Balances IQD 
Raw materials 8400 Sundry Creditors 10000 
Work-in- progress 8000 Discount received 1000 
Finished goods 11500 Sale of finished goods 157900 
Power 800 Sale of Scrap 3000 
Freight inwards 2000 Bank Overdraft 6600 
Repairs to plants 1000 
Freight outward 400 
Rent - Factory 6000 
Rent - Office 3000 
Salaries - Factory 2400 
Salaries - office 12000 
Purchases of Raw materials 80000 
Wages 8000 
Sundry Trade Expenses 15000 
Office Furniture 10000 
Plant and Machinery 50000 
Sundry Debtors 30000 
248500 248500 




















» Adjustments: The Stock on 31-12-2019 was as follow: 
- Raw materials IQD 7800 
- Work - in - progress IQD 6000 
- Finished goods IQD 12500 
Required: Prepare the Manufacturing Account, Trading Account, Profit and Loss 
Account and balance sheet. 
Ismail Brothers - Manufacturing and Trading Account 


For the year ending 31-12-2019 














Particulars pi Particulars zm 
IQD IQD 
To Opening Stock: By Closing Stock: 
Raw materials 84000 Raw materials 7800 
Work - in - progress 8000 Work - in - progress 6000 
To Purchases 80000 By Sale of Scrap 3000 
To Freight inwards 2000 By Cost of Production (Transferred to Trading 
To Wages 8000 account) 99800 
To Power 800 
To Repairs to plants 1000 
To Factory Rent 6000 
To Factory Salary 2400 
116600 116600 
To Opening Stock of Finished goods To By Sales 157900 
Cost of Production (Transferred from | 11500 By Closing Stock of finished goods 
By discount received 12500 
1000 
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Manufacturing Account) 99800 
To Gross Profit c/d 60100 














171400 171400 





Ismail Brothers - Profit and loss Account 


For the year ending 31-12-2019 











Particulars Dr. IQD Particulars Cr. IQD 
To Freight Outwards 400 By Gross profit b/d 60100 
To Rent - office 3000 
To Salaries - office 12000 
To Sundry Trade Exp. 15000 
To Net Profit (Transferred to Capital 
Account) 29700 
60100 60100 














Ismail Brothers - Balance Sheet 


As on 31-12-2019 














Assets IQD Liabilities IQD 
Plant and Machinery 50000 Capital 70000 
Office Furniture 10000 Add net profit 29700 99700 
Closing Stock: Creditors 10000 
Rawmaterials 7800 Bank overdraft 6600 
Work- in - progress 6000 
Finished goods 12500 
Debtors 30000 

116300 116300 

















6- THE WORKSHEET dk d8y9 


The worksheet is a columnar sheet on which the ledger accounts are adjusted, 


balanced, and arranged in the general form of financial statements. It serves as a source from 


which the formal financial statements are prepared, and the adjusting and closing entries are 


made in the journal and posted to the ledger. The use of a worksheet is a way of avoiding 


errors in the permanent accounting records (the journal and the ledger). 


- Purposes of Worksheet 


1) 


2) 


3) 
4) 


The work sheet is a multi-purpose document. It is used for: 

Preparing the formal financial statements (the income statement and the balance 
sheet). 

Recording adjusting entries in the accounting records. These entries are first entered in 
the journal and then posted to the ledger accounts. 

Recording closing entries. 

Preparing monthly or interim financial statements without closing the 
accounts. These financial statements are prepared for management 


use. They are prepared from work sheets, but the adjustments 
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indicated on the work sheet are not entered in the accounting records and no closing 
entries are made. 
5) Simplifying the work to be done at the end of the accounting period by means of 
modifying the sequence of accounting procedures. 
- Preparing the Worksheet 
The steps in completing the worksheet are: 
1) Enter the trial balance figures from the ledger. 
2) Make the adjusting entries. 
3) Compute adjusted trial balances and extend figures to the cost of goods manufactured, 
income statement and balance sheet columns. 
4) Total the cost of goods manufactured columns and transfer the balance to the debit 
column of the income statement. 
5) Total the income statement and balance sheet columns and enter the net income or 
loss. 
The format of the worksheet contains five pairs of money columns, each pair consisting 
of a debit and a credit column. 


Company name Worksheet for the year ended Dec. 31, 2020 


Adjusted 
Account Trial Balance Adjustments Income Statement Balance Sheet 
Trial Balance 











Exercise (4) 
The following trial balance was prepared from the ledger accounts of Durad 
Merchandising Co. at Dec. 31, 2020 (Amounts in IQD thousands): 











Particulars Dr. IQD Cr. IQD 

Cash 12000 
Accounts receivable 124500 
Inventory, Jan. 1,2020 40000 
Unexpired insurance 3600 
Office equipment 20000 
Accumulated dep.: office equipment 9600 
Accounts payable 12000 
Notes payable 30000 
Durad, capital. 100000 
Durad’s drawings 1500 
Sales 164500 
Sales returns & allowances 4500 
Purchases 85700 
Purchase discounts 700 
Selling and Admin, expenses 25000 

316800 316800 
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Additional Information: 


(1) 
(2) 
(3) 
(4) 
(5) 


Required: Prepare a worksheet. 
Durad Merchandise Co. Worksheet for the Year Ended Dec. 31,2020 


The insurance policy covers 3 years. 


Depreciation rate is 12% per year. 


Accrued interest on notes payable: IQD 900. 
Ending inventory at Dec. 31, 2020: IQD 19500. 


Office equipment was purchased on Jan. 1, 2016. 


















































‘Adjusted Trial 
TRUM Trial Balance Adjustments M Income Statement Balance Sheet 
Dr. Cr. Dr. Cr. Dr. Cr. Dr. Cr. Dr. Cr. 
Cash 12000 124500 12000 12000 
Accounts receivable 40000 124500 124500 
Inventory, Jan. 1 3600 40000 40000 
Unexpired insurance 20000 (a) 1200 |2400 2400 
Office Equipment 20000 20000 
Accumulated dep.: 
Office Equipment 9600 (b)2400 12000 12000 
Account payable 12000 12000 12000 
Notes payable 30000 30000 30000 
Durad, capital 1500 100000 100000 100000 
Durad, Drawings 1500 1500 
Sales 164500 164500 164500 
Sales Returns & Allowances 4500 
Purchases 85700 4500 4500 
Purchase discounts 85700 85700 
Selling A Admin, expenses 700 700 700 
25000 
316800 316800 25000 25000 
Insurance expense 
Depreciation expense 1200 1200 1200 
(Office Equipment) 
Interest expense (b)2400 2400 2400 900 
Interest payable (c)900 900 900 
(c)900 900 
4500 4500 320190 320190 
Inventory. Dec. 3! 19500 19500 
159700 | 184700 
Net Income 25000 25000 
Totals 184700 [184700 [179900 [179900 

















7- STATEMENT OF CASH FLOW 


adil] ball AGS 


Cash flow is the movement of cash into or out of a business, project, or financial 


institution. It is usually measured during a specified, finite period of time. 


Measurement of cash flow can be used: 


(1) 
(2) 
(3) 


To determine a project's rate of return or value. 


To determine problems with a business's liquidity 


accounting concepts do not represent economic realities. 


(4) 
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Cash flow can be used to evaluate the 


"quality" 


As an alternate measure of a business's profits when it is believed that accrual 


of Income 


(5) 


3. 


generated by accrual accounting. 


To evaluate the risks within a financial institution. 

The total net cash flow is the sum of cash flows that are classified in three areas: 

Operational cash flows (Leà gsi! gôl ) : Cash received or expended as a result 
of the company's internal business activities. It includes cash earnings plus changes to 
working capital. 

Financing cash flows (49-04! iJ) (53.271): Cash received from the from the loans 
received and issuance of shares, or paid out as dividends, shares repurchases or debt 
repayments. 

Investment cash flows (,5 4S! gaid 5a): Cash received from the sale of long- 
life assets, or spent on capital expenditures (investments, acquisitions and long-life 


assets). 


€ preparing the statement of cash flows 


Unlike the major financial statements, cash flow statement is not prepared from the 


adjusted trial balance. The information to prepare this statement usually comes from three 


Sources: 


1) 


2) 


3) 


Current income statement data help the reader determine the amount of cash provided 
or used by operations during the period. 

Selected transactions data from the general ledger provide additional detailed 
information needed to determine how cash was provided or used during the period. 
Comparative balance sheets provide the amount of the changes in assets, liabilities, and 


equities from the beginning to the end of the period. 


(1)Indirect Method Spilb) yé ái hI 


This method starts with net income and converts it to net cash flow from operating 


activities. In other words, the indirect method adjusts net income by the items that are affected 


on the net income but not affected on cash. 


# Rule: 


Increase in current assets and decrease in current liabilities is deducted from net 


income, Decrease in current assets and increase in current liabilities is added to net income for 


the purpose of conversion net income to net cash from operating activities. 
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Exercise (5) 
Prepare the statement of cash flows by using the indirect method and the following 
information (Amounts in IQD thousands) : 
1) Net Income was IQD 120000 
2) Bonds payable increased IQD 50000 
3) There was a gain on sale of equipment of IQD 20000 (the equipment had a book value 
of IQD 30000). 
4) Accounts Receivable decreased IQD 50000 
5) Accounts Payable decreased IQD 20000 
6) Prepaid Rent increased IQD 10000 
7) Dividends totaling IQD 20000 were paid. 
8) Depreciation was IQD 20000 
9) Common Stock increased IQD 50000 
10) Land increased IQD 100000 (purchased land for IQD 100000) 
11) Beginning cash IQD 10000 
12) Ending Cash IQD 180000 
Solution:Cash Flow Statement of Bassam Corporation 
For Year Ending 31/12/2019 


Cash from Operations: 


























Net Income 120000 

* Depreciation 20000 

- Gain on Sale (20000) 

+ Decrease A/R 50000 

- Decrease A/P (20000) 

-Increase Prepaid Rent (10000) 

Total Cash from Operations 140000 








Cash from Financing: 














+ Bonds Issued 50000 

-Dividends paid (20000) 

+Stock Issued 50000 

Total Cash from Financing 80000 








Cash from Investing: 
































Sale of Equipment 50000 

Purchase of Land (100000) 

Total cash from Investing (50000) 
Net Increase in Cash Flow 170000 
+Beginning Cash 10000 
= Ending Cash 180000 
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Exercise ( 6) 


The following are the income statement and the comparative balance sheets at the 
beginning and the end of 2019 for Anssam's office (Amount in IQD thousands): 


Income statement for the year ended December, 31, 2019 






































Revenues 100000 

Less/ operating expenses (70000) 

Income before income taxes 30000 

Income tax expense (10000) 

Net income 20000 

Assets Jan 1.2019 Dec. 31.2019 change Increase 
/decrease 

cash 10000 25000 +15000 
accounts receivable 8000 13000 +5000 
notes receivable 2000 1000 (1000) 
computer equipment 5000 14000 +9000 
Total 25000 53000 +28000 
Liabilities and owner's equity 
accounts payable 6000 10000 +4000 
notes payable 4000 3000 (1000) 
long - term debt 6000 15000 +9000 
owner's equity 9000 25000 16000 
Total 25000 53000 28000 




















Additional information: 
1) New computer equipment was purchased at the end of 2019, no depreciation. 
2) The owner drew IQD 4000 during the year. 
3) No additional investments by the owner. 
4) The increase in long term debt is the issuance of bonds. 
Required: Prepare the statement of cash flows for the year ended December, 31, 2019 
by using Indirect Method. 
Solution: Anssam's Office 


Statement of cash flows (Indirect Method) 
Particulars IQD IQD 


Cash flows from operating activities: 
Net income 20000 


Adjustment to reconcile net income to net cash provided by operating activities: 








Increase in accounts receivable 














Decrease in notes receivable (5000) 
Increase in accounts payable 1000 
4000 
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Particulars IQD IQD 
Decrease in notes payable (1000) (1000) 
Net cash provided by operating activities 19000 
Cash flows from investing activities: 
Purchase of computer equipment (9000) 
Net cash used by investing activities (9000) 
Cash flows from financing activities: 
Payments to the owner (Drawings) (4000) 
Issuance of bonds 9000 
Net cash provided by financing activities 5000 
Net increase in cash 15000 
Cash at the beginning of the period 10000 
Cash at the end of the period 25000 














(2) Direct Method 8,2L.5| dé hI 


This method reports cash receipts and cash disbursements from operating activities. 
The difference between these two amounts in the net cash flow from operating activates. In 
other words, the direct method deducts from operating cash receipts the operating cash 


disbursements. The direct method results in the presentation of a condensed (j>9~) cash 


receipts and cash disbursements statement. 


The statement of cash flow using direct method by adjusting each item in the income 


statement from the accrual basis to cash basis. 


Exercise (7) 


The following are the income statement and Comparative Balance sheet for Tiger 


























Company: 
Income statement for the year ended December, 31, 2019 
Particular IQD IQD 

Sales 200000 
Cost of goods sold 80000 
Operating expenses 30000 110000 
Income before income tax 90000 
Income tax 15000 
Net income 75000 

Tiger Company Comparative Balance sheet (Thousands IQD) 


Dec., 31/12/2019 

















Assets 2010 2019 changes increase/ decrease 
Cash 100000 80000 -20000 Decrease 
Accounts receivable 50000 90000 440000 Increase 
Furniture 20000 50000 +30000 Increase 
Total 170000 220000 +50000 





Liabilities and stockholders’ equity 
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Accounts payable 40000 25000 -15000 Decrease 
Income tax payable 5000 15000 +10000 Increase 
Common stock 90000 100000 +10000 Increase 
Retained Earnings 35000 80000 +45000 Increase 
Total 170000 220000 50000 























Additional information: 
1) The company was declared and paid IQD 30000 as dividend in 2019. 
2) Common stock of IQD 10000 was issued. 
Required: Prepare the statement of cash flow by using Direct Method. 
Solution: 
Notes for solution: 
- Accounts receivable = 50000 - 90000 = - 40000 Decrease 
- Cash receipts from costumers = Revenues - Accounts receivable 
= 200000 - 40000 = 160000 
- Accounts payable = 40000 - 25000 = 15000 Decrease 
- Cash payments to suppliers = 80000 + 15000 = 95000 
- Income taxes = 15000 - 10000 = 5000 
Tiger Company 
Statement of cash flows (Direct method) for the year ended Dec., 31, 2019 





Particulars IQD IQD 





1-Cash flows from operating activities: 
(1) Cash receipts from customers 160000 


(2) Cash payments: 





To suppliers 95000 

For operating expenses 30000 

For income taxes 5000 (130000) 
Net cash provided by operating activities 30000 





2-Cash flows from investing activities: 


Purchase of furniture (30000) 





Net cash used by investing activities (30000) 





3-Cash flows from financing activities: 




















Issuance of common stock 10000 

Payment of cash dividends (30000) 

Net cash used by financing activities (20000) 
Net increase in cash (20000) 
Cash at the beginning of the period 100000 
Cash at the end of the period 80000 
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Terminology cat 
















































































Accrual accounting zl dwls | Gross profit el deze 
Additional Information lol Glogleo | Income from operations Adal Jou 
Adjusted trial balance Jas deolyo ol | Income statement Jed) aS 
Balance sheet agas Ailjue | Indirect Method ST pe äi JJ) 
Beginning inventory 34h) Jal 5352» | Industrial company dislso d$, 
Cash flow Statement sas) gèu) 4él8 | Insurance policy gual} dads 
Cash from Financing Lgo) ys sad) | Investment cash flows Golodio) gids) gia 
Cash from Investing YI cya säd) | Liquidity decrease Vous! lass 
Cash from Operations Olh ya säl | Liquidity increase Sgrud! dbj 
Closing entries JU3MI 54,3 | Manufacturing A/c used) lus 
Columnar sheet Joàe GIS dado | Multi-purposes LEN suze 
Commercial firm dy yl bliin | Net profit e Jl gle 
Comparative ahl | Net sales eL glo 
Conversion dosil | Opening Stock Sahl Jo] o355 
Cost of goods sold ácLL àeLaJI ààl$ | Operating activities ÀJ! dais) 
Cost of Production gle! ààl$ | Operating expenses Absit) Was Lal 
Creditable á3l.al! | Operation account eet) lw 
Direct materials bpilvo go | Operational cash flows Ard) Gaal go) 
Direct method $ AUI äi J) | Outputs Cole às 
Discount on Purchases Ob AL de eas | Profit and loss account plusdlg eol oL 
Ending inventory Sth) ,21 5952» | Project Eg pio 
Financial institution áJls à. $a | Purchases Returns Ob a Glogd 50 
Financial position JU! 55,4 | Rawmaterials iJi laa 
Administrative exp. 4 jJoY) Las Lak) | Relevant 43 gi gh! 
Financial statements 4Jle eilg3 | Returns Inwards JIU lagopo 
Financing cash flows ga äl (382 —— JI | Returns Outwards gj Dlg 


qase 





dali dela, 























Finished goods Risks jb 
Freight - out gU gas | Trading account 8,2 Ul ou 
Freight-in Jeli yoda | Work-in-progress used) Cue lgo 
Goods manufactured dian dela; | Worksheet des)! á$59 





209 





QUESTIONS AND EXERCISES 


A- QUESTIONS 
1-What is Trading Account? Give its specimen form. 
2-What is gross profit? 
3-What is profit and loss account? Give its specimen form. 
4-What is a Balance Sheet? Give its specimen from. 
5-What are the differences between Trial Balance and Balance Sheet. 
6-Fill in the following blanks: 


1) The final accounts are prepared at the — — — ................ period. 
2) The trading account shows.......... Of sse during a trading year. 
3) The trading account is prepared to find out .......... OPisseves 


4) Difference appearing on the debit side of the trading accounts is known as ............ 


whereas difference appearing on the credit side of the trading account is known 


ISe rinna 

5) Gross profit or gross loss is transferred to....... account. 

6) The profit and loss account is prepared to find out....... Ofuuses 

7) On debit side of the profit and loss account............ are shown and on the credit 
side of the profit and loss account ................... are shown. 

8) Indirect expenses includes.............. and. uos 


9) Difference appearing on the debit side of the profit and loss account is known 
P E and difference appearing on the credit side of the profit and Loss 
account is known as............. 

10) Net profit is................... to capital and net loss is.............. from 
capital. 

11) Returns inwards are deducted from.................. 


12) Returns outwards are deducted from ................. 


13) The opening stock is debited to................... Alc. 

14) Discount allowed is debited to................... ... A/c and discount received is 
credited to.................... Alc. 

15) Interest on loan taken is debited to.................. Alc. 


7- Choose the correct answer from the following options: 
(1) Preparation of financial statements consists of :- 
(a) Revenue accounts alone (b) Balance Sheet only (c) Trial Balance 
(2) Prepaid insurance appears in:- 


(a) Trading account (b) Profit and Loss account (c) List of assets. 
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(3) Depreciation is a:- 
(a) Gain (b) Loss (c) Appreciation 
(4) Revenue earned but not received is:- 
(a) A liability (b) An asset (c) Nominal account 
(5) Interest on Drawings is deducted from:- 
(a) Net profit (b) Drawings (c) Capital 
(6) Closing Stock is valued at:- 
(a)Cost price (b) Market price 
(c) Cost price or market price whichever is lower. 
8- Choose the correct answer from the following:- 
(1) Gross loss will result if: 
a- Sales revenues are greater than cost of goods sold. 
b- Operating expenses are greater than net income. 
c- Sales revenues are less than cost of goods sold. 


d- Sales revenues are less than operating expenses. 


(2) A credit sale of IQD 1080 is made on July 10, terms 5/10, net / 30, on which a return of 
IQD 80 is granted on July 15. The amount received as a payment in full on 19" July is: 
(a)1000 (b)1080 (c)1039.75 (d) 950 


(3) In determining cost of goods sold: 














Purchase returns and allowances Freight - in 
a Deducted Deducted 
b Added Added 
c Deducted Added 
d Added Deducted 




















(4) If beginning inventory is IQD 10000, cost of purchases is IQD 190000, and ending 
inventory is IQD 30000, cost of goods sold is: 
(a) 170000 (b) 230000 (c) 220000 (d) 200000 
(5) If sales revenues are IQD 500000, cost of goods sold (x). 
Operating expenses 50,000, income from operation 150000. The value of (x) is: 
(a) 200000 (b) 300,000 (c) 400000 (d) 500000 


(6) The closing entry for ending merchandise inventory in a following statement is: 




















No. Income statement Balance sheet 
A Debit Debit 
B Debit Credit 
C Credit Credit 
D Credit Debit 
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(7) Cash receipts from issuing new common stocks are classified on the statement of cash 


flows as: 
(a) Operating activities (b) Investing activities 
(c) Financing activities (d) Not reveal in the statement of cash flows. 


(8) The beginning balance in accounts receivable is IQD 80000, and the ending balance is 
IQD 75000. Sales during the period are IQD 120000. Cash receipts from customers are: 
(a) 125000 (b) 115000 
(c) 120000 (d) none of all the previous. 
(9) The sheet that includes assets, liabilities, and owner's equity is: 
(a) Trial balance (b) Balance sheet 
(c) Income statement (d) Profit and loss account 
(10) Interest expense account is closed in 
(a) Trading A/c. (b) Balance sheet, 
(c) Profit and loss account, (d) Manufacturing account. 
(11) All of the following are assets except: 
(a) Notes receivable.(b) Marketable securities in other corporations. 
(c) Interest revenue.(d) Prepaid insurance. 
9- Choose the correct answers: 
(1) Interest expense account is closed in .. 


(a) Balance sheet (b) Trading A/c (c)..................... Manufacturing A/c (d) Income 





statement. 
(2) Prepaid rent is .............. account: 


(a) a revenue (b) an expense (c) a liability (d) an asset. 

(3) All of the following are assets except: 

(a) Prepaid expenses (b) Notes receivable (c) Marketable securities (d) Interest expense. 
(4) The amount collected when asset is disposed is ............... : 

(a) Depreciation amount (b) the cost of fixed asset (c) useful life (d) salvage value. 
(5) Which of the following accounts has a debit normal balance? 

(a) Capital (b) sales (c) purchases (d) purchases returns. 

(6) When goods are purchased on credit, the credit side of the entry is: 

(a) Sales (b) accounts receivable (c) accounts payable (d) purchases. 

(7) All of the following are assets except: 

(a) Inventory (b) Buildings (c) salaries expense (d) prepaid expenses. 

(8) The claims for outsiders on the entity are: 


(a) Expenses (b) revenues (c) liabilities (d) assets. 
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(9) The credit side from general journal entry for credit purchases is: 
(a) Notes receivable (b) Accounts payable (c) Sales returns book (d) Purchases A/c. 
(10) The ............ is a list of accounts with their balances at a given time: 
(a) Ledger (b) Trial balance (c) Posting ( d) Journal. 
(11) When a computer is purchased on credit, we credit: 
(a)Computer (b) Accounts payable (c) Purchases (d) Notes receivable. 
(12) Using the accounting procedures from year to year means: - 
(a) Materiality (b) consistency (c) conservatism (d) matching. 
(13) All the following accounts have debit normal balance except: 
(a) Gains (b) expenses (c) assets (d) losses. 
(14) An office supply is ......................accounted: 
(a) An asset (b) an expense (c) a revenue (d) a liability. 
(15) If beginning inventory is IQD 2000000, cost of purchases is IQD 38000000, and 
ending inventory is IQD 6000000 cost of goods sold is: 
(a) 34000000 (b) 40000000 (c) 44000000 (d) 46000000. 
10-State whether the statements given below are True or False. 
(a) Capital is a liability account. 
(b) Balance sheet consists of debit side and credit side. 
(c) All Assets will show debit balances. 
(d) All Liabilities will show credit balances. 
(e) An account with debit balance will be either expense or asset. 
(f) Adjustment entries are passed throughout out the year like other entries. 
11- State whether the following statements are True or False. 
(a) Depreciation charged on the assets is added to concerned asset, in the balance 
sheet. 
(b) Every adjustment is shown at two places in the final accounts . 
(c) Closing stock is valued at cost price or market price whichever is lesser. 
(d) If Trial Balance is not tallied, balance sheet prepared on it, will not be balanced 
(e) Accrued expenses are the liabilities of the business. 


12-Match the following:- 


"A" "p" 
Group of three different A/cs . 
Deducted from Sales. 


Deducted from Purchases. 








Trading A/c 
Profit & Loss A/c 
Balance Sheet 
Final A/cs 


Boye Nop 
ao > P 


Not an account, but a statement. 
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"A" 


"B" 





5. 
6. 





Purchases Returns 


Sales Returns 


e. 


f. 





Indicates gross profit or loss. 


Indicates net profit or loss . 





13-Choose the correct answer and write it against each of the following statements 


















































No. Name of account No. Definition 
i Trading Account (a) Deducted from capital. 
2. Profit & Loss Account (b) Deducted from asset concerned 
3: Balance Sheet (c) Is a liability of the business. 
4. Purchases Returns (d) Is an asset of the business. 
5. Sales Returns (e) Deducted from sales 
6. Accrued expense (f) Investment made into the business by proprietor 
9 Depreciation (g) Indicates net profit or loss. 
8. Prepaid expense (h) Indicates gross profit or loss. 
9. Drawings (i) Not an account, but a statement. 
10. Capital () Deducted from purchases. 





B- EXERCISES 
1- Ascertain purchases from the following figures: 
Cost of goods sold IQD 81000 


Opening Stock IQD 6000 
Closing Stock IQD 7000 
2- Calculate Gross Profit from the following figures: 
Cost of goods sold IQD 80000 
Sales IQD 140000 
3- Ascertain cost of goods sold from the following figures: 
Opening Stock IQD 4000 
Purchases IQD 21000 
Closing stock IQD 3000 


4- Ascertain cost of goods sold from the following figures : 












































Particulars IQD 
Opening Stock 9000 
Purchases 31000 
Direct Expenses 5000 
Indirect Expenses 3000 
Closing Stock 9000 
5- Ascertain Gross Profit from the following figures: 
Particulars IQD 
Opening Stock 6000 
Purchases 14000 
Sales 21000 
Closing Stock 4000 
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Particulars IQD 
Purchase Returns 400 
Returns inwards 500 
Warehouse wages paid 1400 
Import Charges 300 
6- From the following ascertain Gross Profit and Net Profit: 
Particulars IQD 

Opening Stock 2000 

Carriage in 500 

Purchases 15000 

Manufacturing wages 3000 

Sales 21000 

Closing Stock 4000 

Accrued Manufacturing Wages 90 

Returns outwards 200 

Returns inwards 700 

Loss due to fire 1000 

Indirect Expenses 100 








7-The following is the Trial balance of Mr. Rahman on 31-12-2019. 
Trial Balance on 31-12-2019 


Capital Account 

Stock ( 1-1-2019) 

Cash at Bank 

Machinery Account 
Purchases Account 

Wages Account 

Fuel and Power Account 
Factory Lighting Account 
Salaries Account 

Discount Allowed Account 
Discount Received Account 
Advertisement Account 
Sales Account 

Sundry Debtors Account 
Sundry Creditors Account 





320000 


The Value of Closing Stock is IQD 13500. 


Required: Pass the closing entries. 
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8- The following is a list of balances drawn from the books of Jameel's Trader as on 31st 


































































































December 2019. 
Serial No. Name of the Accounts Debit Credit 
(IQD 1000) (IQD 1000) 
1 Jameel's Capital 55000 
2 Drawings 5900 
3 Office Furniture 1800 
4 purchases 30800 
5 Purchases Returns 1500 
6 Oil and Fuel 1700 
7 Rent Rates and Insurance 2500 
8 Wages 13200 
9 sales 75000 
10 Cartage 1100 
11 General Expenses 870 
12 Travelling Expenses 1340 
13 Sales Returns 1300 
14 Advertisement 1875 
15 Plant 17500 
16 Stock (1-1-2019) 8600 
17 debtors 30600 
18 Bills payable 12000 
19 Commission payable 1260 
20 Accountancy Charges 1000 
21 Sundry Creditors 18200 
22 Bills Receivable 18000 
23 Cash in hand 285 
24 Cash at bank 15000 
25 Office Salaries 6800 
26 Discount received 2130 
27 Motive power 2400 
28 Goodwill 8000 
29 Reserve for Doubtful Debts 4060 
30 Reserve for Discount on Debtors 3940 
171830 171830 




















Adjustment: On December 31, 2019 the stock on hand was valued at cost 11400 IQD. 
Required: Prepare Manufacturing A/c, Trading A/c and Profit and loss account and the 
Balance sheet as on 31 /12/2019. 
9- The flowing balances are showed at Dec, 31, 2019. For AL-Zamman Company 
(amount in IQD) 
Merchandise inventory (1/ 1) 750000, sales 5050000, sales returns 
50000, Accounts receivable 350000, purchases 3000000, freight- in 10000, 
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freight - out 20000 , cash 1050000 , Equipment 1000000 , Administrative expense 350000 , 

Notes receivable 600000 , Accounts payable 250000 , Notes payable 50000,capital .......... ? 
Ending inventory at cost 1000000 Ending inventory at market 900000 

Required: 


1) Prepare the trial balance at the end of 2019. 

2) Prepare income statement for the year ended Dec. 31, 2019. 

3) Prepare trading A/c and profit and loss account. 

4) Prepare the balance sheet as on Dec. 31, 2019. 

10- The following is a debit and credit balances extracted from the books of Jamal 
traders as on31st December, 2019, (amounts in Iraqi Dinars) 
-Debit balances: 

Drawings 590000, Office furniture 180000, Purchases 3080000, Oil and fuel 170000, 
Rent Rates and Insurance 250000, Wages 1320000, Cartage 110000, General expenses 87000, 
Traveling expensesl34000, Sales returns 130000, Advertisement 187500, Plant 1750000, Stock 
(1-1-2019) 860000, Debtors 3060000, Commission Payable 126000, Accountancy charges 
100000 Bills Receivable 1800000, Cash in hand 28500, Cash at bank 1500000, Office salaries 
680000, Motive power 240000, goodwill 800000 (total 17183000). 

-Credit Balances:- 

Reserve for discount on debtors 394000 Reserve for doubtful 406000 , Discount 
received 213000 , Sundry creditors 1820000 , Bills payable 1200000 ,Sales 7500000 , Purchases 
returns 150000 , Capital 5500000. Adjustment:- On December 31 , 2019 the stock on hand 
was valued at cost IQD 1140000. 

Required: Prepare the following statements 

(1) Manufacturing and Trading account for the year ended 31/12 / 2019. 

(2 Profit and loss account for the year ended 31 /12 / 2019. 

(3) Balance sheet as on 31/ 12 / 2019 

11- The following trial balance extracted from the books of "Nana factory" on 


31.12.2019 


Debit Balances | 1m | Credit Balances | 1D | 


*Opening stock: - *Bank Overdraft 1980000 


Raw materials 


Work-in-process 


-Finished goods 


240000 By Sales of scrap ( salvage ) 900000 
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[sms — J iub [ Ges — | 33 
*Freight outwards 120000 «Sundry creditors 3000000 





*Office Furniture 3000000 


Adjustments: Stock on 31/12/2019 was: - Raw materials 2340000 IQD, work - in 
process 1800000 IQD, Finished goods 3750000 IQD. 








Required: Prepare the following: 














(1) Manufacturing A/c (2) Trading A/c 
(3) Profit and loss A/c (4) Balances sheet 
12-The following balances are related to Foods Factory in December 31,2019 (Amounts 
in IQD.) 
Particulars Jan. 1, 2019 Dec31,2019 
Raw- materials 350000 300000 
Work-in-process 250000 400000 
Finished goods 450000 500000 

















Cost of raw-materials purchased for 2019 is 1000000, Direct Labor 500000, 
manufacturing overhead 250000, Finished goods purchased 400000, Freight- in for finished 
goods purchased 100000, Sales returns 500000, Sales revenues 5500000, selling and 
administrative expenses 300000, other revenues 50000 . 

Cash 750000, accounts receivable 250000, furniture 200000, equipment of factory 
1800000, Long-term debt 200000, notes payable 150000, accounts payable 350000, drawings 
150000, accumulated depreciation for factory equipment 500000, Capital...... ? 

Required: 
(1) Prepare manufacturing account; trading account, profit and loss account for Foods 
Factory for the year ended 2019. 
(2) Prepare the balance-Sheet for Foods Factory as on December, 31, 2019. 
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13- A comparative balance sheet for AL-Furkan Company is presented below 















































Particulars 31/12/2020 31/12/2019 
Assets IQD IQD 
Cash 63000 122000 
Accounts receivable 85000 76000 
Inventories 180000 189000 
Land 75000 100,000 
Equipment 260000 200000 
Accumulated depreciation (66000) (42000) 
Total 597000 545000 
Liabilities and Stockholders’ equity 
Accounts payable 34000 47000 
Bonds payable 150000 200000 
Common stocks (10 par) 214000 164000 
Retained earnings 199000 134000 
Total 597000 545000 














Additional information: 


1) Net income for 2020 was IQD 105000. 


2) Cash dividends of IQD 40000 were declared and paid. 
3) Bonds payable amounting to IQD 50000 were redeemed for IQD50000. 


4) Common stocks were issued for IQD 50000 cash. 


Required: Prepare a statement of cash flows for 2020 by using the indirect method? 


W^ Answers to question No. (7) 





No. a 




















Dla) RP] wl rn] = 
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& Answers to question No. (8) 
















































































































































































No. a b c 
1 
2 x 
3 
4 x 
5 
6 x 
7 
8 x 
9 
10 
11 
# Answers to question No. (9) 
No. a b c 
1 x 
2 x 
3 x 
4 x 
5 x 
6 x 
7 x 
8 x 
9 x 
10 x 
11 x 
12 x 
13 x 
14 x 
15 x 
® Answers to questions No. (10, 11) 
No. a b c d e 
10 True True True True True True 
11 False True True True True | ------ 
® Answers to question No. (12) 
No. a b c d e 
1 
2 
3 
4 x 
5 x 
6 x 
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& Answers to question No.(13 ) 





Z 
e 


a 


b 


c 


d 
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* Questions and Exercises? 
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CHAPTER 


(7) 


ACCOUNTING ADJUSTMENTS 
dil] Cb quail 

Adjustments are represented a part of the accounting cycle. These entries at the end of 
an accounting period bring up to date the balance of accounts that are out of date. Changes in 
accounts happen because of passage of time, use of items, etc. Adjustments are internal, never 
involve cash. Adjusting entries affect both the balance sheet and final accounts or the income 
statement. 

Adjusting entries (419.3 39543) are Journal entries prepared at the end of the accounting 
period to ensure that revenues are recorded in the period in which they are earned, and 
expenses are recognized in the period in which they are incurred. 

1- EXPENDITURES ADJUSTMENTS cà slab! Ob gud 
€ Expenditures are management expenses (44I9| juas) related to goods and services 
consumed by the management of the entity such as accountants’ salaries, utilities 

(water, electricity ... etc.) for management. 

These expenditures are period costs debited during the year and closed in final accounts at 
the end of the year. 
@ Accrued expenses are expenses which have been incurred but not paid 
25 b Ys CS HU) A ylab) (2 dall a slab) 

Examples include accrued wages payable, accrued interest payable, accrued warranty 
expenses, etc. 

An accrued expense is recorded by charging appropriate expense account and crediting 
the related accrual account, (e. g. debit interest expense, credit accrued interest 


payable).Accrued expenses are recorded in liabilities side. 
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€ Expenses paid in advance (prepaid expenses) lesio degdto Cà jlao 
When a firm pays in advance for a goods or services such as insurance, rent, interest, 
etc., the cost of the item is first recorded as an asset, a prepaid expense. 
In a classified balance sheet, the current and concurrent portion of prepaid expenses 
should be separately presented. 
As the benefits from the prepayment are realized, the prepaid expenses are reduced, and expense 
account is debited. 
The following four categories are related to adjustment of the accounts based on accrual basis and 


discussed in this chapter and in the next chapters: 








Assets Liabilities. 
- Prepaid expenses - Accrued expenses 
- Accrued revenues (revenues not paid yet) -Unearned revenues (revenues received in 
advance) 














2- REVENUES ADJUSTMENTS OlolpYl Ob gus 

Revenue has been defined by the FASB as "inflows or other enhancements (13. 33) of 
assets of an entity or settlements (Sb5u3 «5Li3,3) of its liabilities (or a combination of both) 
during a period from delivering or producing goods, rendering services or other activities that 
constitute the entity's ongoing operations. 

The revenue recognition principle dictates that revenue be recognized in the 
accounting period in which it is earned. 
@Accrued revenues (revenues not paid yet): às! GlolpVI 

Revenues earned but not yet received in cash or recorded. Accrued revenues are assets. 
@nearned revenues (revenues received in advance): lA&e deba coll Fey) 

Unearned revenues received in cash and recorded as liabilities before they are earned. 

In general there are four adjustments arranged as follow: 
Adjustment (1): 
Accrued Expenses Asus] Us slab! do quid 

These represent expenses which have been incurred during the year but the payment is 
yet to be made. 
Example: 

Salaries to office staff for the month of December IQD 5000000 are yet to be paid on 
31 - 12 - 2019. 
Adjusting Entry: 
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Date Particulars Debit Credit 
Salaries A/c Dr. 5000000 
To Accrued Salaries A/c 5000000 























Profit and Loss A/c 


[mes «QD — [ mem [ Fees — [ ena 





To salaries XXX 
Add: Accrued salaries 5000000 5000000 


Balance Sheet 


Assets Amount Liabilities Amount IQD 
IQD 





* Adjustment (2): 
Prepaid Expenses or Expenses paid in advance odie áe 9344] Cà» slab! d qui 


These expenses are paid in advance. The terms which are used to indicate such 
payments are "Prepaid" and "unexpired". 
$ Example: 

Insurance premium of IQD 3000000 a year was paid on Ist July. The annual 
accounts are closed on 31st December every year. 

In this example, half the amount paid i.e. IQD 1500000 must be treated as prepaid and 
subtracted from the premium paid. 


























Adjusting Entry: 
Date Particulars Debit Credit 
Prepaid insurance A/c Dr. 1500000 
To Insurance A/c 1500000 
Profit and Loss A/c 


[mmis | m [mms [ 5 


To insurance A/c 3000000 
Less: prepaid insurance (1500000) 1500000 


Balance Sheet 


Am] e  [ Hs [ 33» —] 


+ Adjustment (3): 


Accrued Revenues or Revenues not received 








(olive! xe NAYI) diid) SAYI dy ga 
These are revenues which have already been earned i.e. the service has already been 


rendered but the money has not yet been received. 








€ Example: 
Accrued Interest on Investments IQD 500000. 
Adjusting Entry: 
Date Particulars Debit Credit 
Accrued Interests A/c Dr 500000 
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To Interest A/c 500000 




















Profit and Loss A/c 


De 1QD Gas [ cca 





By interest on investments 
Add :Accrued interests 500000 
Balance Sheet 
Liabilities 





Accrued Interest 





* Adjustment (4): 
Revenues Received in Advance kaio dolub) cl3l SN! ds gud 
These are revenues received during the current year; a part of the revenue belongs to 


the next year. 








$ Example: 
Apprentice premium (8l8l%s) received in advance IQD 500000. 
Adjusting Entry: 
Date Particulars Debit Credit 
Apprentice Premium A/c Dr. To | 500000 
Apprentice premium received in advance A/c 500000 




















Profit & Loss A/c 


[meus [iu | O Fem — J XP | X9 





By Apprentice premium XXX 
Less: received in Advance (500000) 


Before presentation of the adjustments in financial statements, it is very necessary to 


explain the difference between the capital and revenues expenditures. 
3- CAPITAL AND REVENUE EXPENDITURE 
Ayal Vy dal JI sla! 

In order to prepare the correct financial statements for the accounting year all expenses 
accruing in the year must be taken into consideration even if they have not been paid. 
Similarly, payment against expenses which have not accrued in the current accounting year 
must be excluded. 

In the same manner, revenues which have fallen ( Em) due or simply have been earned 
but not received must be brought into the accounts. If some part of the revenue relates to the 
next year, that is, it is received in advance; it must be excluded to get the correct revenue 


earned for the year. 
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A- Capital Expenditure ied Jl 89 pa! 

The capital expenditure is incurred to acquire the assets for the business. The purpose 
of acquiring such asset is not to sell but use in the business. The examples are Building, 
Furniture, Plant and Machinery, Tools etc. such expenses are incurred mainly to increase the 
earning capacity or reduce the cost and will be treated as capital expenditure. The payment for 
these capital assets would be made either from the original money capital or from profit 
surpluses retained by the business. These assets could be acquired in the purchase price, when 
a business is bought as a "going concern", and any further payments made on improving or 
extending these assets would be debited to these same accounts and increase their "Book 
Value" (4s 8.) ää). 

Rules for Determining Capital Expenditures 
Slow! JI as slab) colas V 0198 
(1) Any expenditure incurred for acquiring fixed assets in the business for the purpose of 
earning profit. 
(2) Any expenditure incurred on an existing asset for its extension or improvement 
which will increase the profit earning capacity. 
(3) Any expenditure incurred in connection with bringing an old asset for its working 
condition. 
(4) Any expenditure incurred for the benefit of continuing nature. 
B- Revenue Expenditure gY 9 pabl 

Revenue expenditure is charged and written off to Trading Account or Profit and Loss 
Account at the end of the financial year. The examples are Rent, Commission, Interest, Wages, 
Salaries, General expenses, Administrative expenses, Discount etc. 

Rules for Determining Revenue Expenditures 
431 NI ds lab) wlio selg 
(1) Expenses in connection with day - to - day running of the business. 
(2) Expenses which bring benefit which expire within a period of one year. 
(3) Expenses for acquiring any merchandise which is meant for resale. 


(4) For maintaining fixed asset in working condition. 
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Distinguish between Capital and Revenue Expenditure 





Capital Expenditure 


Revenue Expenditure 





1. Incurred for acquisition of an asset (tangible or intangible) 


1. Regularly spent to run the business such as salary, rent etc. 





2. Generally results in the improvement of business. 


2. Results in maintaining the earning capacity. 








3. The benefit from capital expenditure last for a long period 


and a part only be written off as expense like depreciation. 





3. The benefit from revenue expenses will last for only one 
year and is charged either to Trading A/c or Profit and Loss 
Alc 





Example: 


Find out from the following information which items should be charged to capital and 


which to revenue. 


(1) IQD 500000 spent on dismantling, removing and installation of a fixed asset at a new 
site. 

(2) IQD 50000 paid as wages to remove materials to the new site. 

(3) An Old Machine whose book value was IQD 3000000 was found to be obsolete and 
sold for IQD 2400000 as scrap. A new Machine was installed in its place at a cost of 
IQD 4800000. 

(4) Expenses incurred in installation of a machine IQD 150000. 

(5) IQD 500000 paid as repairs on fixed assets. 

Solution: 


- (1) and (2) are deferred revenue expenditures(4t>ge dol] cà» jla) because when a 


factory moved to a new site, the expenses are to be treated as deferred revenue 


expenditure because the benefit of such a charge will accrue for a longer period. 


- (3) The loss on sale of an asset is a revenue loss and therefore should be debited to profit 


and loss account (3000000 - 2400000 = 600000). The cost of new machine is a capital 


expenditure. 


- (4) Any expenditure incurred in acquisition, installation or erection of a machine is a 


capital expenditure. 


- (5) It is a revenue expenditure; the repairs 


to an asset will not increase the efficiency but 


maintains the efficiency of the asset, so it should be treated as revenue expenditure. 


Capital and Revenue Receipts Jwi Jlg drat 


OLS s AL 


A capital receipt is finance invested in a business either by the owner or by an outside. 


Example: 


Suppose, in a particular year Abdul Rahman decided to invest an additional 


IQD 10000000 of his own money 
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in his restaurant and paid this 


0 





amount in to the business bank account. As the business is given additional finance to use, it 
will be safety treated as capital receipt. 

Amount received on sale of fixed asset and as loan is a capital receipt. But if the 
amount realized on sale of asset is more than its book value, such a difference is a revenue 
receipt. If sale price is less than book value, it is a revenue loss. 

4- ADJUSTMENTS IN FINANCIAL STATEMENTS 
ASU] Pili 3 Sb sl 

The object of preparing of financial statements is to find out the true profit for the year 
under consideration. This requires that all items which are relevant to the current year are 
brought into statements. For example, in the case of expenses, all expenses incurred during the 
current year whether paid or unpaid should be shown in the profit and loss account. The 
unpaid amount of a particular expense has to be brought into account, this is known as 
adjustment. 

The following items are the common adjustments (The amounts given in examples 
below are in IQD Thousands): 
$^ djustment (1): Closing stock 844 5517 935 

Trial Balance as on 31 -12 - 2019 


Name of the Account Debit IQD Credit IQD 


Adjustment: 

Closing stock was valued on 31 - 12 - 2019 at IQD 140000. Opening stock appears in 
the Trial Balance. It will appear only once in the final account, i.e. trading A/c 

Closing stock appears outside the Trial balance. Therefore it will appear twice in the 


financial statements. i.e. Trading account in credit side, and Balance sheet in assets side. 























Trading A/c 
Particulars Dr. Particulars Cr. 
IQD IQD 
To Opening stock 50000 By closing stock 140000 
Balance Sheet 
Assets IQD Liabilities IQD 
To closing stock 140000 




















€ Adjustment (2): Depreciation j6.NI 
It means fall in the value of an asset on account of use. It is to be treated 


as a loss to the firm. It is usually calculated at a certain percentage on 
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the original value of the asset. E.g.: A company has furniture of the value of IQD 50000. At the 
end of the year, it is depreciated by 1096. 


























Adjusting Entry: 
Date Particulars Dr. Cr. 
Depreciation A/c Dr. 5000 
To Furniture A/c 5000 
(50000 x 1096) 
Profit and Loss A/c 


[Pais — | -Briüp | mes — | Xp 


Balance Sheet 


Furniture Less: | 50000 
Depreciation (5000) 45000 


@djustment (3) dogusebl jg 


Debts represent money to be recovered from debtors. Bad debts represent that a 





certain debts of the business owed by a certain debtors cannot be recovered for different 
reasons (insolvency, dead...etc. ). It should be treated as a loss. 
Trial Balance as on 31-12-2019 


Particulars 


Sundry Debtors 
Bad Debts 


Adjustment: Write off IQD 10000 as bad debt. 
Adjusting Entry: 








Date Particulars Dr Cr 
Bad debts A/c Dr 10000 
To Sundry Debtors A/c 10000 


Profit and Loss Account for the year ended 31-12-2019 


Dr. Cr. 
Particulars Particulars 
IQD IQD 


To Bad debts 300 
To Bad debts written off 10000 
(New bad debts) 10300 


The amount of IQD 300 had already been deducted and adjusted, so the remaining 
IQD 10000 alone had to be deducted from Debtors. 


Balance Sheet as on 31st December 2019 





























Assets IQD IQD Liabilities IQD 





Sundry Debtors 50000 
Less New Bad Debts (10000) 40000 
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+ Adjustment (4): Provision for Doubtful Debts 
[S ISÄ Gow yaaa 
Every firm has a lot of dealings by way of credit transactions. This gives rise to a sizable 
amount of book debts. It is also known as sundry debtors. It is not possible to collect all book 
debts. Therefore it is necessary to bring down the balance of debtors to its true position. So 
every firm must create provision for bad and doubtful debts a certain percentage on Sundry 
Debtors. This amount is shown on the debit side of the profit and loss Account, and then 

subtracted from sundry debtors in the balance sheet. 


Trial Balance as on 31st December 2019 


Serial No. Names of the Accounts Dr. IQD Cr. IQD 
Book Debts 200000 


Adjustment: 





Create a provision for Doubtful Debts at 1096 on Book Debts. 








Adjusting Entry: 
Date Particulars Dr Cr 
Profit and Loss A/c Dr 20000 
To Provision for Doubtful Debts A/c 20000 
(200000 x10%) 




















Balance sheet as on 31/12/2019 


Po sets | | Igo | m | Liabilities 





MM MM Debts 200000 
Less Provision for Doubtful Debts at 1096 ( 20000) 180000 


«adjustment (5): Bad Debts, New Bad Debts, New Provision and Old Provision 
Ëg yaad olio VI Suad dogusch) Gq! cles dst gs 


Trial Balance as on 31" December 2019 


Name of the Account | DrIQD | Cr. IQD 





Sundry Debtors 250000 25000 
Bad debts 
Provision for Doubtful Debts (Old Provision) 35000 


Adjustment: 
Increase Bad debts by IQD 20000 (New Bad debts) and make provision for Doubtful 
Debts (New Provision) 1296 on Sundry Debtors. 


Profit and Loss Account 











Particulars IQD IQD Particulars IQD IQD 
To Bad debts 25000 
(From the Trial Balance) 
Add New bad debts 20000 
(from the adjustment) 


























233 





Particulars IQD IQD Particulars IQD IQD 
Add New Provision 30000 


(From the adjustment) 
250000x 1296 








75000 
Less Old Provision (35000) 
(from the Trial Balance) 40000 





























Balance Sheet 





Less New Bad Debts (20000) 
230000 
Less New Provision (30000) 200000 


[ws — ë o | e | we o [ 33D ] 
Sundry Debtors 250000 





* Adjustment (6) : Provision for Discount on Debtors 
Cash discount is given to debtors who make prompt payment or early payment. 
Therefore the usual practice in firm is to provide for discount on debtors. 


Trial Balance 


Sundry Debtors 100000 II 


Create a provision for discount on Debtors 596. 
Adjusting Entry: 

Date Particulars Dr Cr 

Profit and Loss A/c Dr 5000 


To provision for Discount on Debtors A/c 5000 
(100000 x 596) 


Profit and Loss A/c 


De 1QD Gran 


To provision for discount on Debtors 5000 





























Balance Sheet 


Po aw | | om | Liabilities | 10D | 


Eae — — E O Debtors 100000 
Less provision for Discount on Debtors ( 5000) 95000 


€ Adjustment (7) : Provision for discount on Creditors 


(Gel guil $2221) oy OSI eua? yaad 


Creditors represent the amount owed by the firm to outside parties. When a firm 





makes a prompt payment, it will be given a cash discount which will increase the net profit of 
the firm. Therefore it is necessary to make provision for discount on creditors and deduct 


from sundry creditors in the Balance sheet. To reduce the balance of sundry creditors 
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the provision for discount on creditors A/c is deducted being a possible gain, profit and loss 
A/c credited. 








Adjusting Entry: 
Date Particulars Dr. Cr 
Provision for Discount on Creditors A/c Dr XXX 
To Profit and Loss A/c xxx 




















Trial Balance 


Name of the Account 


I 2 Sundry Creditors 


Adjustment: 





Create a Provision for Discount on Creditors at 296 


Profit and Loss A/c 


| | By Provision for Discount on Creditors (50000 x 296) 1000 
Balance Sheet 


Sundry Creditors 





Less Provision for 


Discount on Creditors 2% (1000) 49000 


Adjustment (8) : Interest on Capital JU 4l; le 825UUl 











Often, interest at a normal rate is allowed on the capital. It is expenditure on the firm 


and an income to the owner. Therefore it is deducted out of profit and added to the capital. 











Adjusting Entry: 
Date Particulars Cr Cr 
(1) 
Interest on capital A/c Dr XXX 
To Capital A/c Xxx 
(2) 
Profit & Loss A/c Dr Xxx 
To Interest on capital A/c Xxx 




















Trial Balance 


Name of the Account Dr. IQD Cr. IQD 


Capital 150000 





- Allow interest on capital at 5% per annum. 
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Profit and Loss A/c 


DIa TaD 
To Interest on capital at 5% 7500 | iHi 


Balance sheet 
[Wm — | X | 


Capital 150000 
Add Interest on Capital 7500 157500 
€ Adjustment (9): Interest on Drawings Gb grub) Je. SSAI 


Drawings are money or goods withdrawn by the proprietor from his firm for personal 





use. Just as the firm allows interest on capital, it charges interest on drawings. This is a gain to 
the firm and loss to the proprietor. So it is credited to the profit and Loss account and 


deducted from the capital in the balance sheet. 











Adjusting Entry: 
Date Particulars Dr. Cr 
31/12 (1) 
Drawings A/c Dr. XXX 
To Interest on Drawings A/c XXX 
31/12 (2) 
Interest on Drawings A/c Dr. XXX 
To Profit & Loss A/c Xxx 

















Trial Balance 


Names of the Accounts 


Capital and Drawings 150000 








- Charge interest on Drawings at 596 per year for 6 months. 
Profit and Loss A/c 


By Interest on Drawings 
(150000x  5960x6/12 ) 


Balance Sheet 











Liabilities IQD 
Capital 700000 
Less Drawings (150000) 
Less Interest on Drawings (3750) 546250 


The following Trial balance for the year ending 31° December 2019 (Amounts in IQD 
Thousands). 


Trial Balance as on 31st December 2019 


Exercise (1) 


236 


Debit Balances | QD | Credit Balances | QD | 


Opening Stock 


Sundry Debtors 
Purchases 
Wages 

Salaries 

Office Expenses 
Insurance 


Plant and Machinery 


Bills Payable 

Returns Outward 

Sundry Creditors 

Sales 

Provision for Discount on Debtors 
Capital A/c. 

Loan (1096 taken on 1” July 2019) 


Commission 


Rent Discount (received) 
Travelling Expenses Rent (received ) 
Returns inward 

Land and Building 

Bills Receivable 

Bank Balance 

Furniture 

Sundry Expenses 

Bad Debts 


Advertisement 





199600 199600 


Adjustments. 
1) Closing stock valued at IQD 15000. 
2) Accrued wages IQD 500, accrued salaries IQD 300. 
3) Prepaid insurance IQD 300. 
4) Depreciate Plant and Machinery at 10%, Land and Building at 15% and furniture at 

5%. 

5) Provide IQD 500 for further bad debts and maintain provision for bad and doubtful 

debts at 5%. 

6) Provide 5% interest on capital. 

Required: Prepare trading and profit and loss account for the year ending 31“ 
December 2019, and a balance sheet as on that date, after taking into consideration the above 
adjustments. 

Solution: 

First make a star or dot against the related items in the balance for adjustments to 

remind you that there is an adjustment. 


Trading and Profit and Loss A/c for the year ended 31" December 2019 








Particulars IQD IQD Particulars IQD IQD 
To Opening Stock 20000 By Sales 70000 
To Purchases 40000 Less: Returns Inward 66500 
Less: Returns Outward (2500) 37500 By Closing Stock 15000 
To Wages 8500 
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Particulars IQD IQD Particulars IQD IQD 
Add: Accrued Wages 
To Gross Profit (c/d) 


To Salaries 
Add: Accrued Salaries By Gross Profit (b/d) 


To Office Expenses By Commission A/c 


To Insurance By Discount A/c 
Less: Prepaid insurance By Rent (received) 
To Depreciation: By Net Loss 

Plant & Machinery 
Land & Building 
Furniture 

To Rent A/c 

To Travelling Expenses 
To Sundry Expenses 

To Advertisement 

To R.D.D A/c: 

Bad Debt 

Add: Further Bad Debts 
Add: New provision 


Less: Old Provision 
To Interest on Loan 


To Interest on Capital 








Balance Sheet as on 31" December 2019 











Assets IQD IQD Liabilities IQD IQD 
Land and Building 44800 Capital A/c 90000 
Less: Depreciation (1596) (6720) 38080 Add : Interest on Capital 4500 
94500 

Plant and Machinery 30000 Less: Net Loss (10510) 83990 
Less: Depreciation (3000) 27000 

Loan 3000 
Furniture 2400 Add: Interest 1096 
Less: Depreciation 596 (120) 2280 (for six months) 150 3150 
Closing Stock 15000 300 Creditors 21500 
Prepaid Insurance 

Bills Payable Sundry 10000 
Sundry Debtors 28000 
Less: Further Bad Debts (500) Accrued Wages Accrued Salary 500 

27500 26125 300 800 
Less: New provision (1375) 
4000 
Bills Receivable 6655 
Bank Balance 
119440 119440 
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Exercise (2) 
The trial balance as on 31° December 2019 of Nasser traders is given below (Amounts 
in IQD Thousands). 




























































































Debit Balances IQD Credit Balances IQD 

Drawings 750 Capital 25000 
Buildings 20000 Sales 75500 
Plant and Machinery 6000 Purchases Returns 1000 
Cash at bank 550 Sundry Creditors 12600 
Purchases 47500 Discount earned 50 
Sales returns 1500 Provision for Bad Debts 750 
Carriage Inward 350 Accrued salaries 100 
Opening Stock 11000 Loan (6% taken on 1/10/2019) 11000 
Wages 6000 

Sundry Debtors 17600 

Salaries 2500 

Postage and Telegram 200 

Rent and Insurance 400 

Bad debts 250 

Discounts 100 

Trade Expenses 300 

Furniture 5000 

Commission 500 

Prepaid Insurance 300 

Printing and Stationery 700 

Cash in hand 2000 

Patents 2500 

126000 126000 

Adjustments: 


1) Stock as on 31" December 2019 was valued at IQD 15000. 
2) Accrued wages IQD 600, and accrued rent IQD 700 
3) Provide 10% depreciation on Plant and Machinery and 5% depreciation on Furniture 
4.5% interest allowed on capital. 
4) Goods worth IQD 250, Withdrawn by the proprietor for self-use. 
5) Goods worth IQD 5000 destroyed by fire and insurance company admitted a claim for 
IQD 4200. 
6) Provide 5% P.D.D. for Sundry Debtors. 
Required: Prepare a trading account and profit and loss account for the year ended 31“ 
December 2019 and the balance sheet as on that date. 
Solution: 
Nasser Traders-Trading and Profit and Loss Account 
For the year ended 31" Dec. 2019 
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Particulars IQD nr Particulars IQD SE 
IQD IQD 
To Opening Stock 11000 By Sales 75500 
To Purchases 47500 Less: Returns Inward (1500) 74000 
Less: Returns Outward (1000) By Goods lost by fire 5000 
46500 By Closing Stock 15000 
Less: Goods Withdraw (250) 46250 
To Wages 6000 
Add: Accrued Wages 
To Carriage inward 600 6600 
To Gross Profit (c/d) 350 29800 
94000 94000 
To Salaries 2500 By Gross Profit (b/d) 29800 
To Postage and Telegram By Discount (Cr.) 50 
To Rent and Insurance 200 
Add: Accrued Rent 400 
To Depreciation: 700 1100 
P&M 
Furniture 600 
To P.D.D. 250 850 
Bad Debt 250 
Add: Further New Provision 880 
Less: Old Provision 
To Interest on loan 1130 
To Interest on capital (750) 380 
To Discount (Dr.) 165 1250 
To Trade expenses 100 
To Commission 300 
To Printing and Stationery 500 
To Loss by fire A/c 
To New Profit (c/d) 700 
800 21005 
29850 29850 
Nasser Traders - Balance Sheet as on 31" December 2019 
Assets IQD IQD Liabilities IQD IQD 
Plant and Machinery Capital 25000 
Less: Depreciation 6000 Less: Drawings (750) 
Land and Building (600) 5400 24250 
Furniture 20000 Less: goods Drawings 
Less: Depreciation 5% 5000 (250) 
Add: Interest 596? 24000 
(250) 4750 1250 
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Assets IQD IQD Liabilities IQD IQD 
Add: Net Profit 25250 
21005 46255 
Closing Stock 15000 Loans 11000 

Patents 2500 4200 Add: Interest on loan (at 696 
Insurance claim 300 for 3 months)? 

Prepaid insurance 165 11165 
Sundry Debtors 17600 Sundry Creditors Accrued 12600 
Less: New Provision (880) 16720 Salaries Accrued Wages 100 
Cash at bank 550 Accrued Rent 600 700 
Cash in hand 2000 1300 

71420 71420 


























- Explanation Notes: 
(1) Interest on capital 
Interest on capital = 25000 x 5% x 12/12= IQD 1250 
(2) Interest on loan taken 
Interest on loan = 11000 x 6% x 3/12 = IQD 165 
Exercise (3) 
AL-Shammy Auditing Office is prepared the following Trial Balance as on 31-12- 
2019(Amounts in IQD Thousands). 




































































Debits IQD Credits IQD 

Loss in Fire 1000 Capital 20000 
Buildings 40000 Loan at 10% 60000 
Furniture & Fittings 5000 Creditors 8460 
Plant and Machinery 58000 Doubtful Debts Provision 2000 
Debtors 48000 Bills Receivable 8520 
Bills Payable 8150 Returns to suppliers 5000 
Bank Shares 5200 Carriage on sales 2500 
Commission received 2870 Sales 149540 
Stock (1-1-2019) 28180 
Cash in hand 880 
Manufacturing expenses 7820 
Salaries 3940 
Postage & Telegrams 540 
Rates 950 
Printing & Stationery 860 
Insurance 170 
Purchases 29860 
Interest on Loan paid up to 31” October 

4500 
Returns form Customers 1100 
Carriage on purchases 1500 

256020 256020 
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Required: Prepare the correct Trial Balance, Trading A/c, Profit and Loss A/c for the 
year ending 31st December 2019 and the Balance Sheet as on that date after taking the 
following adjustments into accounts: 

1) Stock on hand on 31-12-2019 IQD 16450. 
2) Makeup the Provision for Doubtful debts to 596 on Debtors. 
3) Depreciate Plant at 7, 596 and Furniture at 1096. 
4) Accrued Expenses: Salaries IQD 750, Interest on Loan IQD 1500. 
5) Wages overpaid IQD 800. 
6) Dividend due on Bank shares IQD 520. 
7) Insurance company agreed to meet the loss due to fire fully. 
8) Commission received in advance IQD 250. 
Solution: 
Corrected Trial Balance AL-Shammy 
Trial Balance as on 31-12-2019 






















































































No. Name of the Account Dr. IQD Cr. IQD 
1 Capital 20000 
2 Loan at 1096 60000 
3 Creditors 8460 
4 Doubtful Debts Provision 2000 
5 Bills Receivable 8520 
6 Returns to suppliers 5000 
7 Carriage on sales 2500 
8 Sales 149540 
9 Loss in Fire 1000 
10 Buildings 40000 
11 Furniture and Fittings 5000 
12 Plant and Machinery 58000 
13 Debtors 48000 
14 Bills Payable 8150 
15 Bank Shares 5200 
16 Commission received 2870 
17 Stock ( 1-1-2019) 28180 
18 Cash in hand 880 
19 Manufacturing Wages 7820 

20 Wages 7500 

21 Salaries 3940 

22 Postage and Telegrams 540 

23 Rates 950 

24 Printing and Stationery 860 

25 Insurance Premium 170 

26 Purchases 29860 

27 Interest on Loan (paid up to 31st October) 4500 
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No. Name of the Account Dr. IQD Cr. IQD 
28 Returns from customers 1100 
29 Carriage on purchases 1500 
Total 256020 256020 
Al-Shammy Office-Trading Account for the year ending 31-12-2019 
Particulars IQD Amount IQD Particulars IQD Amount IQD 
To Opening Stock 28180 By Sales 149540 
To Purchases 29860 Less :Sales Returns 
Less Purchases Returns By Goods lost in| (1100) 148440 
To Wages (5000) 24860 Fire 
Less Wages overpaid 7500 By Closing Stock 1000 
To Manufacturing wages 
To Carriage on Purchases — (800) 6700 16450 
To Gross Profit c/d 
(Transferred to P&L A/c 7820 
1500 
96830 
165890 165890 
Profit and Loss Account for the year ending 31st December2019 
Particulars IQD Dr Particulars IQD uk 
IQD IQD 
To Bad Debts By Gross Profit b/d 
Add New Bad debts = . .— | |  J|---- (Transferred from Trading A/c) 
Add New Provision (596 on Debtors) By Dividend to be receivable on 96830 
Less Old Provision 2400 Bank Shares 
(2000) 400 
520 
To Interest on Loan 4500 By Commission 2870 
Add Accrued interest 1500 6000 Less Commission received in|(250) 
To Carriage on sales 2500 advance 2620 
To Goods lost in fire 1000 
To Insurance Premium 170 
To Salaries 3940 
Add Accrued Salary 750 4690 
To Postage & Telegrams 540 
To Rates 950 
To Printing & Stationery 860 
To Depreciation: Plant at 7,596 To Furniture |4350 
at 10% p.a. 500 4850 
To Net Profit (Transferred to Capital A/c) 
78010 
99970 99970 
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AL-Shammy Office - Balance Sheet as on 31st December 2019 








Assets IQD IQD Liabilities IQD IQD 
Buildings 40000 Capital 20000 

Less Depreciation (----) 40000 Add Net Profit 78010 98010 
Plant and Machinery 58000 Loan at 10% 60000 
Less Depreciation at 7,5% (4350) 53650 Commission received 

Furniture and Fittings 5000 in advance 

Less Depreciation at 10% (500) 4500 Creditors 250 
Closing Stock 16450 Bills Payable 8460 
Sundry Debtors 48000 Accrued Expenses: 8150 
Less Provision for Doubtful debts Interest on Loan 

Dividend on Bank Shares (2400) 45600 Salary 

Wages overpaid 520 1500 

Amount to be receivable from Insurance 800 750 2250 


company for goods lost in fire 


Bills receivable 







































































Bank Shares 1000 
Cash in hand 8520 
5200 
880 
177120 177120 
5- SUMMERY ADJUSTMENTS = Sb gut! jas. 
No. Adjustments Entry Pacai E ERE Place in Balance Sheet 
Accrued Expenses or | Accrued Expenses A/c Dr Add Liabilities side 
Accrued Creditors To creditors A/c to Expenses in Trading or 
: (Being outstand expenses P&L A/c 
adjusted) (Debit side) 
Prepaid expenses Prepaid expenses A/c Dr. Less Assets side 
To Expenses A/c from Expenses in Trading or 
: (Being the prepaid expenses P&L A/c (Debit side) 
adjusted 
Accrued Revenues Accrued A/c Dr. Add Assets side 
3 To Revenues A/c to Revenues in P&L A/c 
(Being the accrued Revenue adjusted) (Credit side) 
Revenues received in | IncomeA/c Dr. Less Liabilities side 
advance To Revenue received in advance A/c from Revenue P&L A/c 
‘ (Being the Revenue received in advance | (Credit side) 
adjusted) 
Closing Stock Closing Stock A/c Dr Trading A/c (Credit side) Assets side 
To Trading A/c 
° (Being the closing stock brought into 
account) 
Depreciation Depreciation A/c Dr. P&L A/c Less from 
6 To Asset A/c (Debit side) Concerned asset on assets side 
(Being- % depreciation provided) 
Writing off Bad debts Bad debts A/c Dr. Add Less from 
7 To Sundry Debtors A/c (Being the Bad | to Bad debts in P&L A/c | concerned 
Debts Written off) (Debit side) asset on assets side 
Provision for Doubtful debts — | Profit & Loss A/c Dr. P&L A/c Less Doubtful 
8 To Provision for Doubtful Debts A/c (Being the | (Debit side) Side From Sundry debtors on assets side 





provision created) 
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Adjustments 
Provision for Discount 


Debtors 


Provision for Discount 


creditors 


Interest on capital 


Interest on Drawings 


on 


on 


Place in Trading P. & L 
Entry 
Alc 
Profit & Loss A/c Dr. P&L A/c 
To Provision for Discount on Debtors A/c (Debit side) 
(Being the provision created) 
Provision for Discount on creditors A/c Dr. P&L A/c.... (Credit side) 
To Profit & Loss A/c (Being the provision 
created) 
Interest on capital A/c Dr. P&L A/c.... (Debit side) 
To Capital A/c 
(Being the interest on capital provided for) 
Drawings A/c Dr. P&L A/c 
To Interest on Drawings A/c (Credit side) 
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Place in Balance Sheet 


Less 


From the amount of good sundry debtors on 


assets side 


Less 


From sundry creditors on liabilities side 


Add to 


capital on the liabilities side 


Add to drawings and then 
Less from the total of 


liabilities side 


the capital on 





Terminology ciat 




































































Accrued expense dacime Cil89 pao | Interest on Capital JUI ous; S518 
Accrued revenues däri Olly! | Interest on Drawings Sb goud) 8515 
Adjusting entries guð 39,3 | Interest on Mortgage OSS! 658 
Adjustments Obg | Maintaining fixed 456 diluo 
Apprentice premium W445 élàlSa | New Provision We yaad 
Bad debts dagisee (3939 | Normal rate pole Jaze 
Bank Deposit Se ely! | Old Provision S yas 
Bank Overdraft Sib) le Goud! | Portion wa das 
Charge interest álema öl | Prepaid exp. Lethe egde Las lao 
Combination eS .càJg | Prompt payment dole! edu) 
Concurrent wlio | Proprietor sui 
Discount on Creditors SI) eas | Provision yaash| 
Discount on Debtors owbl was | Doubtful Debts Lyd Seth! Gq wl 
Dishonored bill 45 98,0 Ils | Revenue Expenditures dole} cà; Las 
Early payment publ edu! | Revenues earned dash! lol VI 
Enhancements cly5xJ! | Revenues not paid yet dx 255 6 lol NI 
Expenditures Las Lak) | Settlements OU eb gus 
Fixtures & Fittings Shagedg SE | Subtract e 
Freehold premises Eline Give | Sundry Debtors gE gio 92a 
Inflows ål olis | Unearned revenues dd RI pe Glo VI 
Insurance unexpired bts sb osb | Unexpired taxes Aa] ne Vil pall 
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QUESTIONS AND EXERCISES 
A- QUESTIONS 


1- Give certain examples illustrating how ascertain expenditure can be regarded as a capital 
expenditure as well as revenue expenditure under different circumstances. 

2- What are prepaid expenses and unearned revenues? 

3-What are adjusting entries, why are they needed for preparing financial statements? 

4-What are accrued expenses and accrued revenues. Give an example of an adjustment to 
record each of these items? 

5- What is an accrued expense? Give examples. 

6-What is prepaid expense? Give examples. 

7- Explain how assets are capital expenditures showing the importance of criteria to 
distinguish between capital expenses and revenue expenses. 

8- Define the following: prepaid expenses, accrued expenses, unearned revenues, accrued 
revenue and show the accounting treatments by examples on each. 

9- Define, unearned revenues, accrued revenue and give an example on each; show the 
accounting treatment? 

10- State the Considerations which would guide you in deciding whether any particular item 
should be regarded as of a capital or revenue expenditure nature. 

11- Why is the distinction between capital and revenue expenditure is of great importance in 
accounting? 

12- State whether each of the following statements is True or False 
1) Adjustment entries are made at the time of closing the business every day. 
2) Furniture and fittings are classified as capital expenditure. 
3) The distinction between capital and revenue items is important because it is of 

fundamental importance to the determination of profits. 

4) An expenditure which will benefit the future period is capital expenditure. 
5) The balance of all the prepaid expenses in the ledger will be credit. 
6) Depreciation charged on the assets is added to concerned asset, in the balance sheet. 
7) Accrued expenses are the liabilities of the business. 


8) Every adjustment is shown at two places in the final accounts. 
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9) Adjustment entries are passed throughout out the year like other entries. 
13- Select the most appropriate answer: 
(1) Accrued Salaries are shown as: 
(a) An expense (b) A Liability (c) An asset 
(2) Cost of goods purchased for resale is an example of: 
(a) Deferred revenue Expenditure (b) Revenue Expenditure (c) Capital Expenditure. 
(3) Repairs incurred before using a second hand car purchased recently is a: 
(a) Capital Expenditure (b) Revenue Expenditure (c) Deferred revenue Expenditure. 
(4) Adjusting entries are essential to: 
(a) Matching rule (b) Accrual accounting (c) A proper determination of net income 
(d) All of the above are correct. 
14- Match the following:- 











"A" Ans. "p" 
1) Accrued expenses a Investment made into the business by proprietor. 
2) Revenue receivable b Is an asset of the business? 
3) Depreciation c Is a liability of the business? 
4) Prepaid expenses d Deducted from asset concerned. 
5) Drawings e Shown on the asset side of Balance 
6) Capital ; Sheet. 


Deducted from capital. 














15- Choose the correct answer: 
(1) ete tes Unearned revenue is account. 
a- an asset b- a liability c- an expense d- a revenue 
> If the balance of rent revenue at Dec. 31, 2019 is IQD 1200000 and the rent 
contract is for three years answer question from (2) to (4): 


(2) The amount of unearned rent revenue at Dec, 31, 2019 is: 


a- 400000 b-600000 c-1200000 d- 800000 
(3) The amount of earned rent revenue for 2019 is: 
a- 400000 b-600000 c-1200000 d- 800000 


(4) The adjusting entry at Dec., 31,2019 is: 
a- Unearned rent revenue A/c Dr. 800000 


To rent revenue A/c Dr. 800000 
b- Rent revenue A/c 800000 
To unearned rent revenue A/c Dr. 800000 
c- Rent revenue A/c Dr. 400000 
To unearned rent revenue Alc 400000 
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d- None of all the above. 
(5) The balance of unearned revenue is IQD 3000000; one - third of this amount is 


earned during this accounting period. The adjusting entry is: 


a- Earned revenue A/c Dr. 1000000 
To unearned rent revenue A/c 1000000 
b- Unearned revenue A/c Dr. 2000000 
To earned revenue A/c 2000000 
c- Unearned revenue A/c Dr. 1000000 
To earned revenue A/c 1000000 
d- Unearned revenue A/c Dr. 1000000 
To occurred revenue A/c 1000000 


(6) Adjusting entries are made to ensure that: 
a- Expenses are recognized in the period in which they are incurred. 
b- Revenues are recorded in the period, in which they are earned, 


c- Balance sheet and income statement accounts have correct balances at the end of an accounting 


period, 
d- All of the above. 
16- Choose the correct answer: 
(D) trees Prepaid insurance is account 
(a) an asset (b) a liability (c) an expense (d) a revenue 


Tf monthly wages is IQD 100000 and the balance of wages expenses at the end of the 
year is IQD 680000 .Answer (2), and (3). 


(2) Salaries expenses for the year are: 


a- 520000 b- 680000 c- 1200000 d- 1880000 
(3) The adjusting entry is: 
a- Salaries expenses Dr A/c. 680000 

To accrued salaries A/c 680000 
b- Salaries expenses Dr. A/c 520000 

To prepaid salaries A/c 520000 
c- Salaries expenses Dr. A/c 520000 

To accrued salaries A/c 520000 
d- Accrued salaries Dr. A/c 520000 

To Salaries expenses Alc 520000 

(4) Each of the following is a major category of adjusting entry except. 
(a) accrued revenues (b) earned revenues 
(c) accrued expenses (d) prepaid expenses 


(5) If the balance of prepaid insurance at Dec., 31, 2019, is IQD 2000000, the insurance 
policy covers two years 2019, and 2020 the adjusting entry is to credit: 
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(a) insurance expenses (b) prepaid insurance 


(c) Accrued insurance (d) No adjusting entry. 


17- Complete the following Sentences by choosing the correct alternative 


(1) 
(a) 


Preparation of final accounts consists of:- 


Revenue accounts alone (b) Balance Sheet only 


(c) Trial Balance 


(2) Accrued expenses are: 
(a) Nominal accounts (b) Properties (c) Personal accounts 
(3) Balance sheet is containing the balances of 


(a) Real and Personal accounts (b) Real and Nominal accounts 

(c) Nominal and Personal accounts 

(4) Prepaid insurance appears in 

(a) Trading account (b) Profit and Loss account (c) List of asset 

(5) Depreciation is a 

(a) Gain (b) Loss (c) Appreciation 

(6) Revenue earned but not received is 

(a) A liability (b) An asset (c) A gain 

(7) Interest on Drawings is deducted from 

(a) Net profit (b) Drawings (c) Capital 

(8) Closing Stock is valued at 

(a) Cost price (b) Market price (c) Cost price or market price whichever is lower 
18- For each question given below there are three answers, indicate the correct answer by 

mentioning (a), (b),(c). 

(1) Depreciation is a process of: 

(a) Valuation (b) allocation (c) Both valuation and allocation. 

(2) The main objective of providing depredation is : 

(a) to calculate true profit (b) to show the true of financial position 

(c) to provide funds for replacement of fixed assets. 

(3) Accrued salaries are shown as: 

(a) An expense (b) A liability (c) An asset 

(4) Adjusting entries are essential to: 

(a) Matching principle (b) Accrual principle 

(c) A proper determination of net income. 

(5) Prepaid insurance appears in : 

(a) Trading accounting (b)Profit and loss accounting (c)Balance sheet. 

(6) Depreciation is: 

(a) Gain (b) Loss (c) Expense. 
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(7) Revenue earned but not received is: - 
(a) A liability (b) An asset (c) Nominal account. 
(8) Ending stock is valued at:- 
(a) Cost price (b) Market price 
(c) Cost price or market price whichever is lower. 
(9) Interest on drawings is deducted from: - 
(a) Net profit (b) Drawings (c) Capital 
B- EXERCISES 
1- On October, 1, 2019 If Issra' company received IQD 4800000 for supplying services to 
Fida's office for the coming four years. Both of them have fiscal year ending December 
31. 
Required: Recording and positing October 1, entry and adjusting entry at Dec. 31, 
2019 for: 
(1) Al - Issra’ company. 
(2) Fida's office. 
2- The ledger of Salem agency on June 30 of the current year includes the following 


selected accounts before adjusting entries have been prepared: 





























Accounts Title Debit Credit 
Prepaid insurance 3000000 

Office supplies 2000000 

Equipment 20000000 

Accumulated depreciation 8000000 
Unearned rent revenue 6000000 
Rent revenue 6000000 
Interest Expense 6000000 

Wage expense 7000000 

















An analysis of accounts shows the following: 
1- The equipment depreciates IQD 800000 per month. 
2- One - sixth of the unearned revenue is earned during the six months. 
3- The total supplies on hand IQD 800000. 
4- Insurance expires IQD 1000000. 
5- Monthly wages are IQD 1000000. 
Required: 
(1)Prepare the adjusting entries at June 30. 


(2)Show the effect of the adjusting entries on the balances of the selected above accounts. 
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3- On July 1, 2020, Ali's advertising company paid IQD 600000 for three years rent 
contract to AL-Bader. The fiscal years for both ending at Dec. 31. 
Required: Journalize (record in journal) and post the entry on July, 1 and the adjusting 
entry for: 
(1) Ali's advertising company. 
(2) AL-Bader 
4- On Ist of October 2019, Mr. Yasser received IQD 2400000 for two years’ service 
supplying contract to Miss. Layla, The fiscal year for both ending at December 31. 
Required: Journalize and post the entry on October 1, and adjusting entry for 
(1) Mr.Yasser's. 
(2) Miss. Layla's. 
5- State with reasons which of the following items should be taken as of a capital and 
which of a Revenue expenditure nature. 
(a) IQD 600000 paid for removal of stock to a new site. 
(b) IQD 1000000 paid for erection of a new machine. 
(c) Cost of IQD 10000000 incurred in increasing the sitting accommodation and IQD 
5000000 in repainting of a cinema house. 
(d) IQD 1100000 was spent on painting the new factory. 
6- The following balances are the extracts from the Trial balance of a firm as on 31st 


December, 2019. 


Trial balance as on 31st December 2019 


[x meam [ x T] $ — ] 


Salaries 10000000 


Rent 4000000 


Interest on Investments 





Interest on Loan 
Additional Information: 
(a) Salary for the month of December IQD 2000000 has not yet been paid, 
(b) Rent IQD 500000 has paid for the next year. 
(c)The amount of accrued interest on investments amounted to IQD 450000. 


(d) Interest on Loan has been received in advance to the extent of IQD 500000. 
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Required: 
Pass the necessary adjustment entries and show how the various items will appear in the firm's 
Final Accounts. 
7- 896 from IQD 1000000 debentures are issued on 1st April, 2020, Interest is payable on 
30 June each year. Accounts are closed on 31 December each year. 
Required: 

(1)Record the debenture Interest for two calendar years in the books of the firm? 
(2)Prepare the necessary accounts in Ledger. 
(3)Show the Ledger balance on the final accounts. 

8- Give the adjustment entries for the following: 
1) Stock on hand on 31-12-2019 was IQD 7500000. 
2) Wages IQD 15000 due but not paid. 
3) Wages IQD 25000 overpaid. 
4) Commission IQD 200000 due but not received. 
5) Interest IQD 75000 received in advance. 
6) Depreciation charged on Business premises IQD 300000. 
7) Interest on Capital IQD 200000. 
8) Interest on Drawings IQD 75000. 
9) Goods lost in fire IQD 500000. The insurance company admitted to pay in full. 
10) Consumption of stationery IQD 200000. 

9- The flowing transactions are incurred by faouzi during the year 2019. 
(1)November 1, 2019 Faouzi decides to open an international communications service 

and invest 600000 IQD cash in his business. 

(2)November 15, he hires an employee with a weekly salary of 5000 IQD. 
(3)November 25, he purchased a computer for 100000 IQD on credit from modern 


technology. 





(4)November 30, he paid cash the following management expenditures:- 
™ Advertising expense IQD 25000 
" Utilities expenses IQD 5000 


™ Rent expense in advance IQD 40000 


(5) This business is prepared financial statements a weekly basis. 
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Required:- 
(1) Record the above transactions in an international communications service general. 
(2) Post the entries of these transactions to cash A/c and prepaid Rent A/c. 
(3) Record the adjusting entry for the Rent expense November 7, and show it effect on the 
Balance sheet at the same date. 
10- The following are the balances taken from the books of Mr. Nehad on 31* March 
2020(Amounts in IQD Thousands). 






































Particulars IQD Particulars IQD 
Capital 30000 Sales 150000 
Drawings 5000 Sales Returns 2000 
Furniture 2600 Discount allowed 1600 
Bank Overdraft 4200 Discount received 2000 
Creditors 13300 Taxes 2000 
Building 20000 General Expenses 4000 
Stock Opening 22000 Salaries 9000 
Debtors 18000 Commission paid 2200 
Rent from tenants 1000 Carriage in 1800 
Purchases 110000 Bad Debt 800 
Provision for Bad Debts 500 




















Closing Stock IQD 26000. Depreciate Building by 2, 5 96. Furniture by 1096. Provide 
Provision for Bad Debts at 5%. Unexpired taxes IQD 900. Allow interest on capital at 5%. 
Required:- Prepare Trading and Profit and Loss Account for the year and the Balance 
Sheet as on closing date. 
11- From the following Trial Balance prepare Trading and Profit and Loss account for the 


year ended 31st December 2019 and Balance Sheet on that date (Amounts in IQD 












































Thousands). 

No. Particulars Dr. Cr. 
1. Capital 42500 
2. Drawings 7100 
3. Plant and Machinery 9500 
4. Stock as on 1" January 14600 
5. Purchases and Sales 103620 119060 
6. Purchases and Sales Returns 2100 2910 
7: General Expenses 4400 
8. Rent 1200 
9. Rates 2000 
10. Apprentice premium 800 
11. Bank Overdrafts 2400 
12. Bad Debts 1720 
13. Sundry Debtors and Sundry Creditors 32000 10000 
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No. Particulars Dr. Cr. 











14. Cash on hand 480 
15. Bad Debts Provision 1050 
Total 178720 178720 




















Make provision for the following: 
1) Depreciate plant and machinery at 1096 per annum. 
2) Increase bad debts provision to 596 on Sundry Debtors. 
3) Rent accrued is IQD 400. 
4) Rates of IQD 800 are paid in advance. 
5) Stock on hand as on 31" December is IQD 17000. 
6) Apprentice premium received in advance is IQD 200. 
12- Redrawing correctly the Trial Balance given below, give the adjusting and closing 
entries and prepare the final account (Amounts in IQD Thousands). 


Trial Balance 



























































Particulars Dr. IQD Particulars Cr. IQD 
Capital 80000 Debtors 75800 
Bad Debts Received 2500 Bank Deposit 27500 
Creditors 12500 Discounts Allowed 400 
Returns Outward 3500 Drawings 6000 
Bank Overdraft 15700 Returns Inward 4500 
Rent 3600 Sales 146900 
Salaries 8500 Bills Payable 13500 
Trade Expenses 3000 
Cash in hand 2100 
Stock 1" January 2020 24500 
Purchases 118700 
Total 274600 Total 274600 
Adjustments: 


1) The Closing Stock on 31* December 2020 was IQD 42000. 

2) Write off IQD 800 as Bad Debts and create a Provision for Bad Debts at 5% on Sundry 
Debtors. 

3) Three months' rent is accrued. 

4) Interest on Bank Deposit IQD 1350 credited by the Bankers and interest on overdraft 
IQD 1570 debited by them in the Pass Book have not been entered in the book. 

13- Prepare Trading and Profit and Loss account for the year ended 31-12-2019 and 
Balance Sheet as on this date of Mr. Ahmed , Cloth Merchant,Badgdad from the 
following Ledger Balance ( Amounts in IQD Thousands). 
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Particulars Dr. IQD Particulars Cr. IQD 
Freehold premises 68000 Rate & Taxes 1600 
Capital 100000 Carriage 6000 
Fixtures & Fittings 18000 Insurance (including premium of IQD 600 
Wages 39000 Paid up to 31-6-2019) 1500 
Machinery 30000 
Bills Payable 12000 Debtors 42000 
Cash 2400 Interest on Mortgage 1125 
Purchases 155600 General Expenses 4700 
Salaries 6000 Drawings 14075 
Stock 56000 Sales 227000 
Sundry Creditors 70000 
Bank Overdraft 12000 
Loan taken at 996 on Mortgage 25000 




















The Closing Stock on 31-12-2019 was IQD 65000. The following further information is 
given: 

1) Debtors include a dishonored bill of IQD 2000, which has to be written off. A 
provision of 496 should be created on debtors. 

2) Machinery worth IQD 10000 was added on 1-4-2019. Depreciation at 1096 per 
annum is to be provided on machinery and fixtures and fittings. 

3) Wages and salaries are accrued to the extent of IQD 3000 and IQD 500 
respectively. 

4) During the year, Ahmed had withdrawn goods worth IQD 2000 for this private use 
for which no entry is passed in the books. 

5) Interest on Capital at 996 p.a. should be provided. 

14- On 31" March 2020 the following Trial Balance of Hameed was taken out. Pass the 
Adjustments and closing entries and prepare the Final Accounts for the year after 
making the following adjustments (Amounts in IQD Thousands). 

(a) Depreciation 596 of Plant and Machinery and 1096 of Fixtures and Fittings. 
(b) Provision for Bad Debts 2.5 ?6 on Sundry Debtors. 

(c) Provision for March Rent IQD 150. 

(d) Insurance unexpired on 31" March 2020 IQD 70. 

(e) Accrued Wages and Salaries IQD 800 and IQD 450 respectively. 

(f) Stock on 31" March 2020 IQD 16580. 


Trial Balance 




















Debit Balances IQD Credit Balances IQD 
Plant and Machinery 55000 Hameed's Capital 93230 
Fixtures and Fittings 1720 Sales 126177 
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Debit Balances IQD Credit Balances IQD 
Factory fuel and power 542 Sundry Creditors 22680 
Office Salaries 3745 Purchases Returns 3172 
Lighting (Factory) 392 Bills Payable 6422 
Travelling Expenses 925 
Carriage on Sales 960 
Cash at Bank 2245 
Cash in hand 68 
Sundry Debtors 47800 
Purchases 83290 
Manufacturing wages 9915 
Rent and Taxes 1765 
Office Expenses 2778 
Carriage on Purchases 897 
Discount (Dr.) 422 
Drawings Account 6820 
Stock on 1st April 2019 21725 
Manufacturing Expenses 2680 
Sales Returns 7422 
Insurance 570 

251681 251681 














15- The following balances are extracted from the books of Ibrahim for the year ended 31- 
12-2020 (Amounts in IQD Thousands). 




































































Names the accounts IQD 
Ibrahim's Capital 70000 
Loose Tools 1800 
Purchases 94000 
Sales 140000 
Fuel and power 3000 
Rent received 2470 
Insurance 600 
Travelling Expenses 3454 
Bad Debts 500 
Plant and Machinery 49500 
Debtors 20500 
Opening Stock 7500 
Salaries 20000 
Trade Marks 3000 
Provision for doubtful debts 360 
Wages 16000 
Deposits (Dr) 3200 
Bank (Cr) 8630 
Discount earned 2200 
Creditors 18000 
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Names the accounts IQD 
Printing and Stationery 1000 
Cash 806 
Bills Payable 5000 
Income Tax 1800 
Buildings 20000 





The following adjustments are necessary: 
(1) Closing Stock is valued at IQD 16549. 


(2) Raise the provision for doubtful debts to IQD 700. Create a provision for discount at 


396 on Debtors. 


(3) Wages include IQD 500 spent on the installation of a new machinery. 


(4) There is a stationery stock of IQD 200 on 31-12-2020. 


(5) Insurance is prepaid for a quarter. 
(6) Rent received in advance IQD 170. 


(7) Stock destroyed by fire amounted to IQD 2000. Insurance company has accepted a 


claim of IQD 1500. 


(8) Loose Tools are valued at IQD 1500 Charge Depreciation on Plant and Machinery at 


1096. 


Required: Prepare the Trading, Profit and Loss Account for the year ended 31-12-2020 


and a Balance Sheet as on that date. 


16- On 31* December, 2020 the following Trial Balance was prepared from the books of 


Bashar (Amounts in IQD Thousands). 







































































Dr. IQD Cr. IQD 
Sundry Debtors 50600 
Sundry Creditors 10000 
Bills Receivable 5000 
Plant and Machinery 75000 
Purchases 90000 
Capital Account 70000 
Freehold Premises 50000 
Salaries 11000 
Wages 14400 
Postage and Stationery 750 
Carriage in 750 
Carriage out 1000 
Bad Debts 950 
Bad Debts Provision 350 
Office General Charges 1500 
Cash at Bank 5300 
Cash in hand 800 
Bills Payable 5000 
Provision 20000 
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Dr. IQD Cr. IQD 
Sales 231700 

Closing Stock 30000 
337050 337050 


























The following adjustments are required: 

1) Basher gets a salary of IQD 9000 per annum. 

2) Allow 596 interest on Capital. 

3) Bad Debts Provision to be adjusted to 2,596 on Sundry Debtors. 

4) 2,5 96 of the net profit is to be credited to the Provision. 
Required:Prepare the Trading and Profit and Loss account of the firm for the year 

ended 31st December 2020 and a Balance Sheet as on that date. 

17- The following Trial Balance of Mr. Amar was prepared for the year ended 31* March, 

2020(Amounts in IQD Thousands). 































































































Names of the Accounts Dr. IQD Cr. IQD 
Land and Buildings 50000 
Purchases 110000 
Stock as on 31 -3-2020 45000 
Returns 1500 2500 
Wages 15300 
Salaries 9000 
office expenses 5400 
Carriage in 1200 
Carriage out 2000 
Discounts 750 1200 
Bad Debts 12000 
Sales (adjusted) 215000 
Capital Account 115000 
Nasser's Loan A/c (taken on 1-10-2004 @ 1296 p.a.) 15000 
Insurance 1500 
Commission 1500 
Plant and Machinery 50000 
Furniture and Fixtures 10000 
Bills Receivable 20000 
Sundry Debtors 40000 
Sundry Creditors 25000 
Cash in hand 1500 
Cash at Bank 4500 
Office Equipment 12000 
Bills Payable 2350 
Expenses Payable 3300 
Total 380850 380850 
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It was the practice of Amar to value stock at 1096 below cost. The stock on 31- 3- 2020 
was IQD 49500. Amar desires that the financial statements be drawn up according to the cost 
of the stock. The following adjustments are also required:- 

(1) Depreciate Land and Buildings @ 6% Plant and Machinery @ 10% Office Equipment 

@ 20% and Furniture and Fixture @ 20%. 

(2) Raise a Bad and Doubtful Debts Provision of 196 on Sundry Debtors. 

(3) Insurance Premium includes IQD 250 paid in advance. 

(4) Provide interest on Capital @ 596 p.a. and Salary to Amar @ IQD 1500 p.a.. 

(5) 1096 of the final profit is to be kept in a Provision A/c for investment in national plan 
loan. 

Required: Prepare the financial statements for the year ended 31* March, 2020 and the 


Balance Sheet as on that date. 


> Answers to questions (12, 13, 14): 














No. 1 2 3 4 5 6 7 8 9 
12 false true true true false false true true true 
13 b b a d. . lem heer es alena TTE 
14 c e d b f doc cd[Wammt a |eszsie 






































> Answers to question (15): 
No. a b c d 












































> Answers to question (16): 
No. a b c d 




















a) eR] wl re] = 























> Answer to questions (17), (18) 
No. (1) (2) (3) (4) (5) (6) (7) (8) (9) 
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APPENDIX 


(1) 


TERMS AND DEFINITIONS 


A js Clothes 
-A- 
Accelerated method (2s! äi b): A method of depreciation that allocates relatively large amounts of 


the depreciable cost of an asset to earlier years and reduced amounts to later years. 

Account (Wlus): It is statement containing transactions regarding a particular person, or a particular 
article or particular item of expenses grouped together for a particular period. 

Accounting (wlas): An information system that measures, processes, and communicates financial 
information about an identifiable economic entity. 

Accounting cycle (wlas 8j95): The sequence of steps followed in the accounting system to measure 
business transactions and transform them into financial statements; it includes analyzing and recording 
transactions, posting entries, adjusting and closing the accounts, and preparing financial statements. 
Accounting equation (duwlx. doles): Assets = Liabilities + Owners Equity or, for corporations, Assets = 
Liabilities + Stockholders’ Equity. 

Accounting systems (4uwlx0 lai): The processes that gather data, put them into useful form, and 
communicate the results to management. 

Accounts (GbLLusd!): The labels used by accountants to accumulate the amounts produced from similar 
transactions. 

Accounts Payable (A/P)(à35l.Jl Oblast!) is the opposite of accounts receivable. It arises when a company 
receives a product or service before it pays for it. 

Accounts receivable (uab) Gblusd!): Short-term liquid assets that arise from sales on credit at the 
wholesale or retail level. 

Accounts receivable aging method (usb) Gblucd! Voie dis b): A method of estimating uncollectible 
accounts based on the assumption that a predictable proportion of each Dinar of accounts receivable 
outstanding will not be collected. 

Accrual (§lésxsYI): is the recognition of an expense that has not been paid or of revenue has not been 


received. 
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Accrued Benefits and Payroll as a Current Liability (ize m3L59 c5l9;) This item in the current 
liabilities section of the balance sheet represents money owed to employees as salary and bonus that the 
company has not yet paid. 

Activity depreciation (bli! Gus): Activity depreciation methods are not based on time, but on a level 
of activity. This could be miles driven for a vehicle, or a cycle count for a machine. 

Addition (äl): An enlargement to the physical layout of a plant asset.. 

Adjusting entries (4945 3543): Journal entries prepared at the end of the accounting period to ensure that 
revenues are recorded in the period in which they are earned, and expenses are recognized in the period in 
which they are incurred. 

Aging of accounts receivable (dsb) Oblustl gue): The process of listing each customer's receivable 
account according to the due date of the account. 

Allowance for Uncollectible Accounts (&Lasxt! pè Gblusd! yas): A contra-asset account that reduces 
accounts receivable to the amount that is expected to be collected in cash; also called Allowance for Bad 
Debts(4s sx Gg) yasa). 

Allowance method (jaast) ää b): A method of accounting for uncollectible accounts by expensing 
estimated uncollectible accounts in the period in which the related sales take place. 

American Institute of Certified Public Accountants (AICPA (Ql) culos K&R oJ! aas): The 
professional association of certified public accountants. 

Amortization (4l): The periodic allocation of the cost of an intangible asset to the periods it benefits. 
Articles of incorporation (ge W jg olge ): An official document filed with and approved by a state that 
authorizes the incorporators to do business as a corporation. 

Asset impairment (Wo) c3z2l): Loss of revenue-generating potential of a long-lived asset prior to the 
end of its useful life. The loss is computed as the difference between the asset's carrying value and its fair 
value, as measured by the present value of the expected cash flows. 

Assets (Jgoi): Assets are properties belonging to a person or business such as cash, Furniture and 
Buildings. 

Assets (Jgo!): Economic resources owned by a business that are expected to benefit future operations. 
Assets turnover (Jgo¥! $593): A measure of profitability that shows how efficiently assets are used to 


produce sales; net sales divided by average total assets. 
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Audit ((3:343): An examination of a company's financial statements in order to render an independent 
professional opinion that they have been presented fairly, in all material respects, in conformity with 
generally accepted accounting principles. 
Audit committee ((3434:J] dus): A subgroup of the board of directors of a corporation that is charged with 
ensuring that the board will be objective in reviewing management's performance; it engages the 
company's independent auditors and reviews their work. 
Authorized stock (asyo @gw!): The maximum number of shares a corporation can issue without 
changing its charter with the state. 
Available-for-sale securities (z44U 83s el): Debt and equity securities that do not meet the criteria for 
either held-to-maturity or trading securities. 
Available-for-sale securities (z4U à4s 4l): Investments held by a company that it may at some point 
decide to sell. 
Average days inventory on hand (eU! (559J] 55554! Jaso): Days in the year divided by inventory 
turnover. Shows the average number of days taken to sell inventory. 
Average days' inventory on hand e Ul gd! 55554 J4x2)): The average number of days required selling 
the inventory on hand; number of days in a year divided by inventory turnover. 
Average days' payable (gu LYA) Jaso): How long, on average, a company takes to pay its accounts 
payable; 365 days divided by payables turnover. 
Average days' payable (45/W) Oblusd! Jo uc eae] Jas! ): Days in year divided by payables turnover. 
Used to measure days to pay accounts payable. 
Average days' sales uncollected (ilash! pè Slet eae] J9x4): A ratio that shows on average how long 
it takes to collect accounts receivable; 365 days divided by receivable turnover. 
Average days' sales uncollected (ilash) yè Glaut! eb! Jaso): Days in the year divided by receivable 
turnover. Shows the speed at which receivables are turned over literally, the number of days, on average, 
that a company must wait to receive payment for credit sales. 
Average-cost method (dal! hwg äi Jo): An inventory costing method in which inventory is priced at 
the average cost of the goods available for sale during the period. 

-B- 
Balance (4409): The difference in Dinars between the total debit footing and the total credit footing of an 


account. Also called account balance. 
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Balance sheet (413.0): The financial statement that shows the assets, liabilities, and stockholders' equity of 


a business at a point in time. Also called a statement of financial position. 


Balance Sheet (4313.0): A balance sheet is a statement drawn up at the end of each trading period stating 
therein all the assets and liabilities of a business arranged in the customary order to exhibit the true and 


correct state of affairs of the concern as on a given date. 


Bank reconciliation (cts äälho): The process of accounting for the difference between the balance 


appearing on the bank statement and the balance of cash according to the company's records. 
Base year (vlu) à): In financial analysis, the first year to be considered in any set of data. 


Basic earnings per share (guU A SUA slol): The net income applicable to common stock divided by 


the weighted-average number of common shares outstanding. 

Betterment (¢So] «««23): An improvement that does not add to the physical layout of a plant asset. 

Bill of exchange (kaS) An unconditional order issued by a person or business which directs the 
recipient to pay a fixed sum of money to a third party at a future date. 

Bills Payable Book (z3.Jl (3! l9] Jes) is one where all bills accepted by the trader are entered. This book is 
meant for recording Bills payable accepted and sent by us. 

Bills Receivable Book (yaw! (3! ls Jew) is one where all bills received by the trader are entered. This 
book is meant for recording the bills receivable received. 

Bond (44): A security, usually long term, representing money borrowed from the investing public by a 
corporation or some other entity. 

Bond certificate (siw 830,3): Evidence of an organization's debt to a bondholder. 

Bond indenture (43d) sw 459): A supplementary agreement to a bond issue that defines the rights, 
privileges, and limitations of bondholders. 

Bond issue (dad) Jol): The total value of bonds issued at one time. 

Book value (4 #89 40.3): The total assets of a company less its liabilities; stockholders' equity. 


Book value per share (egw 4 jè dañ): The equity of the owner of one share of stock in the net assets 


of the corporation. 


Bookkeeping (Ceu Luo): The process of recording financial transactions and keeping financial records. 
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Books of accounts (GblusJ! X2): It includes both Journal and Ledger. 
Brand name ($553 4): A registered name that can be used only by its owner to identify a product or 
service. 
Bulletin boards (8 45 lxo): A method for individuals with common interests to share information over 
the Internet. 
Business (4 jl ölizo): An economic unit that aims to sell goods and services to customers at prices that 
will provide an adequate return to its owners. 
Business (öli): It refers to buying and selling goods for making profit. 
Business transaction (4 jl álelze ): An activity which involves money or money's worth is known as a 
"transaction" something having value is received; and something having value is given out. (e.g) Bought 
Furniture for cash. 
Business transactions (4 jlo3 OSelze): Economic events that affect the financial position of a business 
entity. 

Gs 
Capital expenditure (Jua; 89 pao): Expenditure for the purchase or expansion of a long-term asset, 
recorded in an asset account. 
Capital Expenditure: An expenditure for the purchase or expansion of a fixed asset. 
Capital lease (Slow! |) jll): A long-term lease in which the risk of ownership lies with the lessee and 
whose terms resemble a purchase or sale on installment. 
Capital (JUI 41): Capital refers to the sum of the value of goods and amount of cash invested by the 
person in his business from time to time; It is an asset of the businessman. It is a loan given by the 
businessman to his business. It is a liability of the business. 
Carrying value (4 8. 405): The unexpired part of the cost of an asset, not its market value; also called 
book value. 
Cash ( sau! ): Coins and currency on hand, checks and money orders from customers, and deposits in 
bank checking accounts. 
Cash (3&Jl): For purposes of the statement of cash flows, both cash and cash equivalents. 
Cash Book (444! Jew): Transactions held in cash or by cheque are recorded in this book. There are two 
sides in a cash book. In the left hand side all cash receipts are recorded and in the right hand side all cash 
payments are recorded. Cash Book is of five types: single column cash book, double column cash book, 
triple column cash book, bank cash book and petty cash book. 
Cash discount ($445 ea): It is the concession given for early payment or timely payment. It will appear 


in the books of accounts. 
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Cash Discount ($435 (a2): Reduction in price give the creditor to the debtor is known as cash discount. 
This discount is intended to speed payment and thereby provide liquidity to the firm. They are sometimes 


used as a promotional device. 


Cash equivalents (54a lK): Short-term investments that will revert to cash in 90 days or less from 


when they are purchased. 
Cash flow management (5435 (3355 öylə): The planning of a company's receipts and payments of cash. 


Cash flow yield (s45 (33.5 wile): Net cash flows from operating activities divided by net income. Used to 


measure the ability of a company to generate operating cash flows in relation to net income. 

Cash flow yield (48 (33.3 vile): The ratio of net cash flows from operating activities to net income. 

Cash flows ((44&Jl Siad : The inflows and outflows of cash into and out of a business. 

Cash flows to assets (Jg! JI sid Skad): Net cash flows from operating activities divided by 
average total assets. Used to measure the ability of assets to generate operating cash flows. 

Cash flows to assets (UgoW Siu) Ssd): The ratio of net cash flows from operating activities to 
average total assets. 

Cash flows to sales (Gleut! JI udu) Gaul): Net cash flows from operating activities divided by net 
sales. Used to measure the ability of sales to generate operating cash flows. 

Cash flows to sales (Oleut! J) aid Gaul): The ratio of net cash flows from operating activities to 
sales. 

Cash trade (4:43 8,2 Us) : When goods are bought and sold by a trader for cash , it is a "cash trade" 
Cash transaction (444 álelza): Immediate involvement of cash. 

Cash-generating efficiency (4iJ! 4493 àJls3): The ability of a company to generate cash from its current 
or continuing operations. 

Certified public accountants (CPAs) (gop Guwlet!): Public accountants who have met the stringent 
licensing requirements set by the individual states. 

Chart of accounts (Sblusd! äb;l>): A scheme that assigns a unique number to each account to facilitate 


finding the account in the ledger; also, the list of account numbers and titles. 
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Chart of accounts (Gblus àábj-): A complete listing of account numbers and the associated account 


titles. 
Check (&L.à): A written order to a bank to pay the amount specified from funds on deposit. 


Check authorization (Jas Lå): A form prepared by the accounting department after it has compared 
the receiving report for goods received with the purchase order and the invoice. It permits the issuance of 
a check to pay the invoice. 

Cheques («S 2) are written orders from account holders instructing their banks to pay specified sums of 


money to named beneficiaries. 
Classification (CàxLa5): The process of assigning transactions to the appropriate accounts. 


Classified financial statements (àuao 4Jlo eilg5): General-purpose external financial statements that are 
divided into subcategories. 
Closing entries (Jl48) 5543): Journal entries made at the end of an accounting period that set the stage for 


the next accounting period by clearing the temporary accounts their balances and that summarize a 
period's revenues and expenses. 

Commercial Paper (CP) is an unsecured money market instrument issued in the form of a promissory 
note. 

Commercial paper (4 jls 48,9): A means of borrowing short-term funds by using unsecured loans that 
are sold directly to the public, usually through professionally managed investment firms. 

Common stock (gole egw): Shares of stock that carry voting rights but that rank below preferred stock in 
terms of dividends and the distribution of assets. 

Common-size statement (Jolt AiS): A financial statement in which the components of a total figure are 
stated in terms of percentages of that total. 

Comparability (3t! 418): The convention of presenting information in a way that enables decision 
makers to recognize similarities, differences, and trends over different time periods or between different 
companies. 

Compatibility principle (SUSY! 91 (3319:l 343): The principle that holds that the design of an accounting 
system must be in harmony with the organizational and human factors of the business. 

Compensating balance (GÈ) 9! (ass! suo): A minimum amount that a bank requires a company to 
keep in its account as part of a credit-granting arrangement. 

Complex capital structure (Sb! JU wlj JK): A capital structure that includes convertible preferred 


stocks or bonds, or stock options that can be converted into common stock. 
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Composite depreciation method :( Spo ;6.ul ài b) The composite method is applied to a collection of 
assets that are not similar, and have different service lives. 

Compound entry (WS,4/ 4.4): An entry that has more than one debit or credit entry. 

Compound interest (45,0 5.50): The interest cost for two or more periods if we assume that after each 
period the interest of that period is added to the amount on which interest is computed in future periods. 
Comprehensive income (Jolis! Jsw): The change in a company's equity during a period from sources 
other than owners; it includes net income, changes in unrealized investment gains and losses, and other 
items affecting equity. 

Computer (Wowl>): An electronic tool for the rapid collection, organization, and communication of large 
amounts of information. 

Computer operator (39.095 Ji): A person who uses a computer to complete job-related tasks. 
Conservatism (JàzJ] ): The convention mandating that, when faced with two equally acceptable 
alternatives, the accountant must choose the one least likely to overstate assets and income. 

Consignment (LYI 4sla,): Merchandise placed by its owner (the consignorg»sll ) on the premises of 
another company (the consigneeasJ £594 ) with the understanding that payment is expected only when 
the merchandise is sold and that unsold items may be returned to the consignor. 

Consistency (gwlw) LUI): The convention requiring that an accounting procedure, once it is adopted, 
not be changed from one period to another unless users are informed of the change. 

Consolidated financial statements (34252 àJle ¢5l38): Financial statements that reflect the combined 
operations of a parent company and its subsidiaries. 

Consumer Deposits (CUgimt) 25199) If you are looking at the balance sheet of a bank, you will want to pay 
close attention to an entry under the current liabilities called "Consumer Deposits". 

Contingent liability (ts; UsJI ez): A potential liability that can develop into a real liability if a possible 
subsequent event occurs. 

Contingent liability ({¢)lbJ! el»JVI): A potential liability that depends on a future event arising out of a 
past transaction. 

Contra (S2): It means opposite or the other side. 

Contributed capital (4 Lub JUI wl ): The part of stockholders’ equity that represents the amount 


invested in the business by the owners (stockholders). 
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Control (4(8)): The ability of an investing company to decide the operating and financial policies of 


another company through ownership of more than 50 percent of that other company's voting stock. 


Control activities (46) ál;z3l): Procedures and policies established by management to ensure that the 


objectives of internal control are met. 

Control environment (4! dis): The overall attitude, awareness, and actions of the owners and 
management of a business, as reflected in philosophy and operating style, organizational structure, 
methods of assigning authority and responsibility, and personnel policies and practices. 

Control principle (à) Jl Ta): The principle that holds that an accounting system must provide all the 
features of internal control needed to protect the firm's assets and ensure that data are reliable. 
Conventions (aJs «.31,el): Rules of thumb or customary ways of recording transactions or preparing 
financial statements. 

Convertible bonds (Jagex àblà Claus ): Bonds that can be exchanged for other securities of the corpo- 
ration, usually its common stock. 

Convertible preferred stock (Jy gal åL Sjlino eee): Preferred stock that can be exchanged for common 
stock at the option of the holder. 

Copyright (agi 37): An exclusive right granted by the federal government to the possessor to publish 
and sell literary, musical, or other artistic materials for a period of the author's life plus 50 years; includes 
computer programs. 

Corporation (Asse åS): A business unit granted a state charter recognizing it as a separate legal entity 
having its own rights, privileges, and liabilities distinct from those of its owners. 

Corporation (olus dpi): A separate legal entity having its own rights, privileges, and liabilities distinct 
from those of its owners. 

Cost (4483): The exchange price associated with a business transaction at the point of recognition. 

Cost adjusted to market method (gu) jrut Haso dalS iib): A method of accounting for available- 
for-sale securities at cost adjusted for changes in the market value of the securities. 

Cost flow (g4 (8343): The association of costs with their assumed flow in the operations of a company. 
Cost of goods sold (d4slt) áeLaJ! ààl$); The amount a merchandiser paid for the 


merchandise that was sold during an accounting period or the cost to a manufacturer of 
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manufacturing the products that were sold during an accounting period. Also called cost of sales ( à4J$ 
eb). 

Cost principle (àAIS-JI Tas): The practice of recording a transaction at cost. 

Cost-benefit (4xàit| - áàlSJl): The convention holding that benefits which are gained from providing 
accounting information should be greater than the costs of providing that information. 


Cost-benefit principle (äzà4l -ää juve): The principle that holds that the benefits derived from 
accounting system and the information it generates must be equal to or great than its cost. 

Coupon bonds (do.u3 cA»): Bonds that are usually not registered with the issuing organization but 
instead bear interest coupons stating the amount of interest due and the payment date. 

Credit (5651): Denotes giving aspect. Further it refers to writing the entry on the right hand side of the 
note book. 

Credit (5513): The right side of an account. 

Credit trade (5U5NI 803): It is credit trade when payments for goods purchased or receipt for goods sold 
is deferred (Ug55) to some future date. 

Credit transaction (li! blæs): Future payment or receipt of cash. 

Creditor (glo): A creditor is a person who gives the benefit to the business. 
Therefore, the business has to give money in future to him. 

Cumulative effect of an accounting change (iz ull mil ILI JI): The effect that a different 
accounting principle would have had on the net income of prior periods if it had been used instead of the 
old principle. 

Cumulative preferred stock (4oS\ jb) djleo4) ee): Preferred stock on which unpaid dividends accumu- 
late over time and must be satisfied in any given year before a dividend can be paid to common 


stockholders. 


Current assets (Jgluze gel): Cash and other assets that are reasonably expected to be converted to cash, 


sold, or consumed within one year or within a normal operating cycle, whichever is longer. 


Current liabilities (glazo Gols): Debts and obligations expected to be satisfied within one year or 


within the normal operating cycle, whichever is longer. 


Current liabilities (glazo bolas): Obligations due to be paid or performed within one year or within 


the normal operating cycle, whichever is longer. 


Current ratio (glazo q3): A measure of liquidity; current assets divided by current liabilities. 
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Current ratio (glazo quu): Current assets divided by current liabilities. Used as an indicator of a 
company's liquidity and short-term debt-paying ability. 
Current Liabilities (glasb! c55lltl): are the debts a company owes which must be paid within one year. 
They are the opposite of current assets. Current liabilities includes things such as short term loans, 
accounts payable, dividends and interest payable, bonds payable, consumer deposits, and reserves for 
taxes. 

-D- 
Data processing (OLLI! Jt): The means by which an accounting system gathers data, organizes them 
into useful forms, and issues the resulting information to users. 
Date of declaration (1,4 @ jl): The date on which the board of directors declares a dividend. 
Date of payment (a3! gb): The date on which payment of a dividend is made. 
Date of record (Jyul gl): The date on which ownership of stock for the purpose of receiving a 
dividend is determined. 
Debit (5544): Denotes receiving aspect. Further it refers to writing the entry on the left hand side of the 
account note book. 
Debit (i554): The left side of an account. 
Debt to equity ratio (ASL (37 (J| 55-Jl dius): A ratio that measures the relationship of assets financed by 
creditors to those financed by stockholders; total liabilities divided by stockholders' equity. 
Debt to equity ratio (454) > JI Gow! ås): Total liabilities divided by stockholders' equity. Used to 
measure the relationship of debt financing to equity financing, or the extent to which a company is 
leveraged. 
Debtor(s): He is a person who receives the benefit and owes money to the business. 
Declining-balance method (or Reducing balance method (yalh swo diy b): Depreciation methods 
that provide for a higher depreciation charge in the first year of an asset's life and gradually decreasing 
charges in subsequent years are called accelerated depreciation method. 
Declining-balance method (ja3Uzb! so)! äi pb): An accelerated method of depreciation in which 
depreciation is computed by applying a fixed rate to the carrying value (the declining balance] of a 
tangible long-lived asset. 
Deferred Income Taxes (dg JS! &5l52): The account used to record the difference between the 
Income Taxes Expense and Income Taxes Payable accounts. 


Deficit (52€): A debit balance in the Retained Earnings account. 
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Definitely determinable liabilities (lp JS zo 8332! Cb lat): Current liabilities that are set by contract 
or by statute and can be measured exactly. 

Depletion (494) SW): The exhaustion of a natural resource through mining, cutting, pumping, or other 
extraction, and the way in which the cost is allocated. 

Depreciable cost ( (sib! 480} The cost of an asset less its residual value. 

Depreciation ( 6.3/): The periodic allocation of the cost of a tangible long-lived asset (other than land and 
natural resources) over its estimated useful life. 

Depreciation :A non-cash expense that reduces the value of an asset as a result of wear and tear, age, or 
obsolescence. 

Direct charge-off method (,ilb) Lori! äi yb): A method of accounting for uncollectible accounts by 
directly debiting an expense account when bad debts are discovered instead of using the allowance 
method; this method violates the matching rule but is required for federal income tax computations. 
Direct method (dpil äi Jb): The procedure for converting the income statement from an accrual basis 
to a cash basis by separately adjusting each item on the income statement. 

Discarding the asset JgeV! «Alà) ) when asset is no longer useful to the business and have no market 
value, it is usually discarded. 

Discontinued operations (Bjexab! yè SLk): Segments of a business that are no longer part of its 
ongoing operations. 

Discount (@asd!): The amount by which the face value of a bond exceeds the issue price; occurs when the 
market interest rate is higher than the face interest rate. 

Discounting (Yad! Sly 3l gh): A method of selling notes receivable in which the bank deducts the 
interest from the maturity value of the note to determine the proceeds. 

Dishonored note (Z253,1! 43;3JI): A promissory note that the maker cannot or will not pay at the maturity 
date. 


Disposal of Fixed Assets (aul! dee b pail): The main issue is how to treat (record) the disposal of the 
asset. A gain or loss should be recognized equal to the difference between the book value (4 à» 408) of 


the asset and the proceeds from disposal (JI cilaste). 


Diversified companies (gl 65,2): Companies that operate in more than one industry; also called 


conglomerates. 


Dividend (4454) das): The distribution of a corporation's assets (usually cash generated by past earnings 


to its stockholders. 
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Dividends (jaa>): Distributions to stockholders of assets (usually cash) generated by past earnings. 
Dividends in arrears (8,2 yas): Past dividends on cumulative preferred stock, that remains unpaid. 
Dividends yield (jaa2J! sle): Current return to stockholders in the form of dividends; dividends per 
share divided by market price per share. 
Dividends yield (jaasJ| wile): Dividends per share divided by market price per share. Used as a measure 
of the current return to an investor in a stock. 
Double taxation (daslas áo pò): The act of taxing corporate earnings twice once as the income of the 
corporation and once as the dividends distributed to stockholders. 
Double-declining-balance method (ja3Uzb! suol aclas ää yb): An accelerated method of depreciation 
in which a fixed rate equal to twice the straight-line percentage is applied to the carrying value (the 
declining balance) of a tangible long-lived asset. 
Double-entry system(¢99}) 4A e): The accounting system in which each transaction is recorded with 
at least one debit and one credit so that the total dollar amount of debits and the total dinar amount of 
credits equal each other. 
Drawings(Gb 240): When a business man takes money from the Business for his personal use, it is 
known as drawings. 
Duration of note (4 jl) 4359J] 353): The length of time in days between a promissory notes issue date 
and its maturity date. 

-E- 
Early extinguishment of debt (554U Sub! stu): The retirement of a bond issue before its maturity 
date. 
Earnings per share œw! sile)): Net income earned on each share of common stock; net income divided 
by the average number of common shares outstanding during the year. Also called net income per share 
or net earnings per share. 
Effective interest method (ddd! ös ää b): A method of amortizing bond discounts or premiums 
that applies a constant interest rate, the market rate at the time the bonds were issued, to the carrying 
value of the bonds at the beginning of each interest period. 
Electronic commerce (459 jY) öll): The conducting of business transactions on computer works, 
including the Internet. 
Electronic funds transfer (EFT) (lig UI JlgoM! daga): The transfer of funds from one bank to another 


through electronic communication. 


Electronic mail (E-mail) (49 SY! 45 Jl): The sending and receiving of communications over a network. 
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Eliminations (sl): Entries made on consolidation work sheets to eliminate transactions between parent 


and subsidiary companies. 

Entry (4.09) 443): Recording of a transaction in account books is called entry. 

Errors of commission (åo) sUaz]): a transaction that is calculated incorrectly. 

Errors of omission (gl suas): a transaction that is not recorded. 

Errors of principle (4:3 clas): a transaction that is not in accordance with generally accepted accounting 
principles (GAAP). 

Estimated liabilities (4 440! Gbolbt!): Definite debts or obligations of which the exact amounts cannot 
be known until a later date. 


Estimated useful life (å paidi 61.44) 862JI): The total number of service units expected from a long-term 


asset. 
Ethics (3X2 VI): A code of conduct that addresses whether even-day actions are right or wrong. 


Exchange gain or loss (pall jid Suus gi qwl): A gain or loss due to exchange rate fluctuation that 


is reported on the income statement. 

Exchange rate (Spall su» Jus): The value of one currency in terms of another. 

Exchange rate (Spal! su» Jaso): The value of one currency in terms of another. 

Expenditure (.39 pao): A payment or an obligation to make future payment for an asset or a service. 
Expenses (Wa) j Lao): Decreases in stockholders' equity that result from operating a business. 


Expenses(cà yLas): is the outflow of cash or other assets of a business or incurring of Liabilities from 


delivering or producing goods, rendering services, or its other principal operations. 


Extraordinary items (A5Uxzl gi dol zè polis): Events or transactions that are both unusual in nature 


and infrequent in occurrence. 


Extraordinary repairs (ole yè Glotai): Repairs that affect the estimated residual value or estimated 
useful life of an asset, whereby the carrying value of the asset is increased. 

-F- 
Face interest rate (uel SWI Jazo): The rate of interest paid to bondholders based on the face value of 


the bonds. 


Factor (gjs Jus S9): An entity that buys accounts receivable. 
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Factoring (319! 9l Ell eas 55:9): The selling or transferring of accounts receivable. 


Financial accounting (JU) diwlet!): The process of generating and communicating accounting 


information in the form of financial statements to those outside the organization. 

Financial Accounting Standards Board (FASB) (JUJ wlat! ;olze juleo): The most important body for 
developing and issuing rules on accounting practice, called Statements of Financial Accounting Standards. 
Financial leverage (4JSU) ás$1JI): The ability to increase earnings for stockholders by earning more on 


assets than is paid in interest on debt incurred to finance the assets; also called trading on the equity. 
Financial position (Jl) 35,4!): The economic resources that belong to a company and the claims 
(equities) against those resources at a point in time. 

Financial statement analysis (4JU e3lgzJl Julod): All the techniques used to show important relationships 


among amounts in financial statements. 


Financial statements (AJ) gilgi/!): The primary means of communicating important accounting 
information to users. They include the income statement, statement of retained earnings, balance sheet, 
and statement of cash flows. 

Financial Statements (ZJLo e3l95): Accounts made up only at the end of a firm's financial year. For a 
manufacturing firm, the final accounts consist of (1) manufacturing account, (2) trading account, (3) 
profit and loss account, and (4) profit and loss appropriation account. For a trading firms, the final 
accounts will include all of the above except the manufacturing account. 

Financing activities (Jb gaU) Ub U23): Activities undertaken by management to obtain adequate funds to 
begin and to continue operating a business. 

Financing activities (Usg0U) Glblis): Business activities that involve obtaining resources from or 
returning resources to owners and providing them with a return on their investment, and obtaining 
resources from creditors and repaying any amounts borrowed or otherwise settling the obligations. 
First-in, first-out (FIFO) method (Ygi jole -Ygl zly! dà; ,b): An inventory costing method based on the 
assumption that the costs of the first items acquired should be assigned to the first items sold. 

Fixed Assets represent assets with a service potential extending beyond one accounting period, fixed assets 


(real assets) include: 


Flexibility principle (294! Tua): The principle that holds that an accounting system must flexible enough 


to allow the volume of transactions to grow and organizational changes to be made. 


275 


FOB destination (8,2UJ 46 Q4571): A shipping term that means that the seller bears transportation costs 
to the place of delivery. 
FOB shipping point (8,2LJI jab Q1): A shipping term that means that the buyer bears transportation 
costs from the point of origin. 
Folio (Jaw áxe): Two pages facing each other are called folio. 
Footings (el y Ji» € 9020): Working totals of columns of numbers. To foot means to total a column of 
numbers. 
Franchise (ua42 Ghil «87 ): The right or license to an exclusive territory or market. 
Fraudulent financial reporting (gəl Jk pä ): The intentional preparation of misleading financial 
statements. 
Free cash flow (,> ($935 (33.5): Net cash flows from operating activities minus dividends minus net capital 
expenditures. Used to measure cash generated after providing for commitments. 
Free cash flow (> ($245 (5395): The amount of cash that remains after deducting the funds a company 
must commit to continue operating at its planned level; net cash flows from operating activities minus 
dividends paid minus net capital expenditures. 
Freight in (JIU (23): Transportation charges on merchandise purchased for resale. Also called 
transportation in. 
Freight out Expense (q)6bU Got Ggpac): The account that accumulates transportation charges on 
merchandise sold, which are shown as a selling expense. Also called Delivery Expense. 
Freight out expense (c jlxU gai 9 pas): The cost to the seller of shipping sold goods to the customer. 
Also called delivery expense. 
Full disclosure (eG eLa3]): The convention requiring that a company's financial statements and their 
notes present all information relevant to the users' understanding of the statements. 
Full-costing (4b) àà/$): A method of accounting for the costs of exploration and development of oil 
and gas resources in which all costs are recorded as assets and depleted over the estimated life of the 
producing resources. 
Functional currency (44b dies): The currency of the place where a subsidiary carries on most of its 
business. 
Future value (4 Läruo 40.3): The amount that an investment will be worth at a future date if invested at 
compound interest. 

Gs 


General journal (dole à: Yow): The simplest and most flexible type of journal. 
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General ledger (ele Staal Jaw): The book or file that contains all of the company's accounts, arranged in 


the order of the chart of accounts. Also called ledger. 
Generally accepted accounting principles (GAAP) (Lle Yg dgàtl fgolt!): The conventions, rules, and 


procedures that define accepted accounting practice at a particular time. 


Goods (4slas): The things which a trader buys and sells are called goods. A Furniture dealer deals in 
Furniture. A clock dealer deals in clock. Therefore, all articles, Furniture, clock, paper, pencil or pens are 
goods when purchased for the purpose of re-selling. 

Goods available for sale (gU dole dela; ): The sum of beginning inventory and the net cost of pur- 
chases during the period; the total goods available for sale to customers during an accounting period. 
Goods flow (áeLàJl (3345): The actual physical movement of goods in the operations of a company. 


Goodwill (goodwill from consolidation): The amount paid for a subsidiary that exceeds the fair value of 


the subsidiary's assets less its liabilities. 


Goodwill (Joe 3,43): The excess of the cost of a group of assets (usually a business) over the fair market 


value of the net assets if purchased individually. 


Governmental Accounting Standards Board (GASB) (sgod) diwlob! pleo juloos): The board 


responsible for issuing accounting standards for state and local governments. 


Graphical user interface (GUI) (Sed ews)! placa! deog jlez): The employment of symbols, called 


icons, to represent common operations, making software easier to use. 


Gross margin (Jh! jiole): The difference between net sales and cost of goods sold. Also called gross 


profit. 
Gross profit (eo; Jeo ): The excess of the selling price over the cost of goods sold. 


Gross profit method (eo JI Jz! ài; b) A method of inventory estimation based on the assumption that 


the ratio of gross margin for a business remains relatively stable from year to year. 
Gross sales (£Jloz| Slo): Total sales for cash and on credit occurring during an accounting period. 
Group depreciation (4eg0m0 j6.3l): The grouping of similar items to calculate depreciation. 


Group depreciation method (ås 9024) bus! dä b): Group depreciation method is used for depreciating 


multiple-asset accounts using straight-line-depreciation method. 
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-H- 
Hardware (Wgwl> 523): The equipment needed to operate a computer system. 
Held-to-maturity securities (YSlioiwl guj lp Jaime dle Gl gi): Debt securities that management 
intends to hold to their maturity or payment date and whose cash value is not needed until that date. 


Held-to-maturity securities ((3Uizczul guj yy Bimo dtl (3l l;9)): Investments in debt securities that a 
company expects to hold until their maturity date. 


Horizontal analysis („äċÍ Jes): A technique for analyzing financial statements that involves the 
computation of changes in both dinar amounts and percentages from the previous to the current year. 
aT 


Icons (555; «U3/): Symbols representing common operations that appear on the screen of a graphical 
user interface. 

Imprest system (åg Aruh) Walid plas): A system for controlling small cash disbursements by establishing a 
fund at a fixed amount and periodically reimbursing the fund by the amount necessary to restore its 
original cash balance. 

Income before income taxes (äu pat] (L3 Jew): The amount the company has earned from all activities 
(operating and non-operating) before taking into account the amount of income taxes the company 
incurred. 

Income from operations (CULesJl Lë JSI): Gross margin less operating expenses. Also called operating 
income. 

Income statement (j&JJ| càs): The financial statement that summarizes the revenues earned and 
expenses incurred by a business over a period of time. 

Income Statement (Jw! å): This is a summary of a business's revenue and expenses for a specific 
period of time. 

Income Summary (J> yasde): A temporary account used during the closing process that holds a 
summary of all revenues and expenses before the net income or loss is transferred to the Retained 
Earnings account. 

Income tax allocation (JS åy pò 92422): An accounting method used to accrue income taxes expense 
on the basis of accounting income whenever there are differences between accounting and taxable income. 
Income taxes (J2» «3l pò): Represent the expense for federal, state, and local taxes on corporate income; 
the Income Taxes account appears only on income statements of corporations. Also called provision for 
income taxes. 

Independence (JS4iw!): The avoidance of all relationships that impair or appear to impair an accountant's 


objectivity. 
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Index number (LÄ 3l): In trend analysis, a number from which changes in related items over a 


period of time are measured. Calculated by setting the base year equal to 100 percent. 


Indirect method (d,il$) à; Jl): The procedure for converting the income statement from an accrual 
basis to a cash basis by adjusting net income for items that do not affect cash flows, including 


depreciation, amortization, depletion, gains, losses, and changes in current assets and current liabilities. 
Information and communication (Jlailg bls): The accounting system established by management and 


the communication of responsibilities with, regard to the accounting system. 
Information retrieval (L5 Jass): The downloading of files from the Internet to a computer. 


Initial public offering (IPO) (J 5l ele us ): Common stock issue of a company that is selling its stock to 
the public for the first time. 

Insider trading (alt! 8,05): The practice of buying or selling shares of a publicly held company based on 
information that has not yet been made available to the public. 

Insolvent (gò) 5e joe ): If a trader's liability is in excess of his assets, he is said to be an insolvent. 
Installment accounts receivable (ähuño duto Gblus): Accounts receivable that are payable in a series of 
time payments. 

Installment note payable (duke gås (3l l9): A long-term note paid off in a series of payments, of which 
part is interest and part is repayment of principal. 


Institute of Management Accountants (IMA) (is lol GQuulod! agso): A professional organization made 


up primarily of management accountants 


Intangible assets (dwgole pè 9l dat Jgel): Long-term assets that have no physical substance but have a 


value based on the rights or privileges that belong to their owner. 


Intangible Assets(dwoolo yè dsl) are those assets that do not have a physical existence, such as patents, 


trademarks, good will, copyright etc. 


Integrity (dolizw) dow): Honesty, candidness, and the subordination of personal gain to service and the 


public trust. 
Interest (3.513): The cost associated with the use of money for a specific period of time. 


Interest (8.58): The cost of borrowing money or the return for lending money, depending on whether 


one is the borrower or the lender. 
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Interest coverage ratio (8.5UJ] hss 4.43): A measure of the degree of protection a company has from 
default on interest payments; income before taxes and interest expense divided by interest expense. 
Interest coverage ratio (8.5UJ] hss 4.43): Income before income taxes plus interest expense divided by 


interest expense. Used as a measure of the degree of protection creditors have from a default on interest 


payments. 

Interim financial statements (439 4Jlo ¢5l98): Financial statements issued for a period of less than one 
year, usually a quarter or a month. 

Internal control (475 4(8)): All the policies and procedures a company uses to ensure the reliability of 
financial reporting, compliance with laws and regulations, and the effectiveness and efficiency of 
operations. 

International Accounting Standards Committee (IASC) (ZJ9.J] uwlab) wleb! dict): The organization 


that encourages worldwide cooperation in the development of accounting principles, it has approved more 


than 40 international standards of accounting. 

Internet (CGY! Kå): The world's largest computer network; it allows communication among 
computers of individuals and organizations around the world. 

Inventory cost ($5524! 4uS): The price paid or consideration given to acquire an asset; includes invoice 
price less purchases discounts, plus freight or transportation in, and plus applicable taxes and tariffs. 
Inventory systems (2,27! deli): The physical quantity of ending inventory goods is determined by using 
either a periodic or a perpetual inventory method. 

Inventory turnover (9354! 1,95): A ratio indicating the number of times a company's average inventory 
is sold during an accounting period; cost of goods sold divided by average inventory. 

Inventory turnover (69354) 51593): The cost of goods sold divided by average inventory. Used to measure 
the relative size of inventory. 

Investing activities (4: )lgiiw! ähżsÎ): Activities undertaken by management to spend capital in ways that 
are productive and will help a business achieve its objectives. 

Investing activities (å )lgizw| dlaz3l): Business activities that involve the acquiring and selling of long-term 
assets, the acquiring and selling of marketable securities other than trading securities or cash equivalents, 
and the making and collecting of loans. 

Investments (C|)loiiwl): Assets, usually long-term assets that are not used in the normal operation of a 
business and that management does not intend to convert to cash within the next year. 

Invoice (35938): A form sent to the purchaser by the vendor that describes the quantity and price of the 


goods or services delivered and the terms of payment. 
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Issued stock (6) Jas peel): The shares of stock sold or otherwise transferred to stockholders. 
Item-by-item method (Jë! og) Öga gf ää 4% ,b ): A lower-of-cost-or-market method of valuing 
inventory in which cost and market values are compared for each item in inventory, with each item then 
valued at its lower price. 

-J- 
Journal (dog) Jew): A chronological record of all transactions; the place where transactions first enter 
the accounting records. Also called book of original entry. 
Journal (4.09) Jew): Journal is a book in which the very first record of any business transaction is made. 
Journal entry (4.09) 43): The notations in the journal that are used to record a single transaction. 
Journal entry (4.09: 43): What we write in the journal is called journal entry. 
Journal form (vg Jews Jà): A form of journal in which the date, the debit account, and the debit 
amount of a transaction are recorded on one line and the credit account and credit amount on the next 
line. 
Journal Proper (uol às; Jew): EVEN IF ALL THE BOOKS ARE MAINTAINED, WE CANNOT DISPENSE WITH 
THE MAINTAINED TO RECORD: OPENING ENTRIES, TRANSFER ENTRIES, CLOSING ENTRIES, ENTRIES TO 
RECTIFY ERRORS. 
Journalisation (vg) Jow à dam!) Entering the business transaction in the journal is called 
journalizing. 
Journalizing (4494! Jaw & Jemi): The process of recording transactions in a journal. 
Just-in-time operating environment (ogah) c3)l 3 ähei) dul ): An inventory management system 
in which companies seek to reduce their levels of inventory by working closely with suppliers to 
coordinate and schedule deliveries so that goods arrive just at the time they are needed. 

ma 
Last-in, First-out (LIFO) method (Yg/ eo | IÍ oy le i; yb): An inventory costing method based on the 
assumption that the costs of the last items purchased should be assigned to the first items sold. 
Leasehold (21245): A right to occupy land or buildings under a long-term rental contract. 


Leasehold improvements (,>lus! Olsi): Improvements to leased property that become the property 


of the lessor at the end of the lease. 


281 


Ledger account form (8C AI wlus JS 5): The form of account that has four Dinar amount columns: one 
column for debit entries, one column for credit entries, and two columns (debit and credit) for showing 
the balance of the account. 

Ledger (SUI Je): It is a book which records all the transactions from the Journal into a classified form. 
Legal capital (39515 Jk wij): The number of shares of stock issued times the par value; the minimum 
amount that can be reported as contributed capital. 

Liabilities ( (esa si Sbolbs: Present obligations of a business to pay cash, transfer assets, or provide 
services to other entities in the future. 

Liabilities (es«a2): Capital of the proprietor and debts which are due by the business are known as 
Liabilities. 

Liabilities (esa gi Glogs): Legal obligations for the future payment of assets or the future performance 
of services that result from past transactions. 

License (ya jl) ): The right to use a formula, technique, process, or design. 

LIFO liquidation (Yoi to Ix] oy be äi das dda): The reduction of inventory below previous levels so 
that income is increased by the amount by which current prices exceed the historical cost of the inventory 
under LIFO. 

Liquidity (45.4): Having enough cash available to pay debts when they are due. 

Liquidity (gsw): Having enough money on hand to pay bills when they are due and to take care of 
unexpected needs for cash. 

Local area networks (LANs) (dilow áilazo 4.4): Networks of two or more computers in one location. 
Long-term assets (Je MI db gb Joel): Assets that (1) have a useful life of more than one year, (2) are 
acquired for use in the operation of a business, and (3) are not intended for resale to customers; less 
commonly called fixed assets. 

Long-term liabilities (Je Vl dbgb cll): Debts or obligations due beyond one year or beyond the 
normal operating cycle. 

Long-term liabilities (J2 V ab 9b 5:27): Debts that fall due more than one year in the future or beyond 
the normal operating cycle; debts to be paid out of noncurrent assets. 

Loss (8)Lus): The amount by which capital decreases is called loss. 

Lower-of-cost-or-market (LCM) rule (Jl loge) 354] xu» gi ASU! 84e): A method of valuing inventory 


at an amount below cost if the replacement (market) value is less than cost. 
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-M- 
Major category method (oi áxàJ| da yb): A lower-of-cost-or-market method of valuing inventory-in 
which the total cost and total market values for each category of items are compared, with each category 
then valued at its lower amount. 
Management (4)I!): Collectively, the people who have overall responsibility for operating a business and 
meeting its goals. 
Management accounting (4 lo! wlas): The process of producing accounting information for the 
internal use of a company's management. 
Management information system (MIS) (4 ,lo¥! Glegleb! ells): The interconnected subsystems that pro- 
vide the information needed to run a business. 
Manufacturing companies (isko GlS,4): Companies that make and sell products. 
Market (gal): Current replacement cost of inventory. 


Market interest rate (S9uJ! 8.58. Jaso): The rate of interest paid in the market on bonds of similar risk; 


also called effective interest rate. 
Marketable securities (qui) àblà eee): Short-term investments intended to be held until needed to pay 
current obligations. Also called short-term investments. 


Materiality (uil 4.001): The convention that refers to the relative importance of an item or event in a 


financial statement and its influence on the decisions of the users of financial statements. 
Maturity date ((3Ui2L«NI & 56): The date on which a promissory note must be paid. 


Maturity value (§lsiw! do5): The total proceeds of a promissory note, including principal and interest, 


at the maturity date. 


Merchandise inventory (dela: $953): All goods owned and held for sale in the regular course of 


business. 


Merchandising business (à jls blizo): A business that earns income by buying and selling products or 


merchandise. 


Merchandising companies (4 jls 5,5) Companies that buy and sell products. Includes wholesalers and 


retailers. 


Minority interest (4J8V| 4>La0): The amount recorded on a consolidated balance sheet that represents the 


holdings of stockholders who own less than 50 percent of the voting stock of a subsidiary. 
Money measure (g443 (463): The recording of all business transactions in terms of money. 


Monitoring (31,5): Management's regular assessment of the quality of internal control. 
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Mortgage (i52): A long-term debt secured by real property; usually paid in equal monthly installments, of 


which part is interest and part is repayment of principal. 


Multinational (transnational) corporations (Gluiod! össz GS pd): Companies that operate in more 


than one country. 


Multistep income statement (Glos! sas Jos cå4S): A form of income statement that arrives at 
income before income taxes in steps. Also called multistep form. 

-N- 
Narration (44! ¢ +): Narration is a brief explanation which is added after each journal entry. 


Natural resources (suh) 55l55): Long-term assets purchased for the economic value that can be taken 


from the land and used up rather than for the value associated with the land's location. 
Net assets (Ugo! (3L2): Assets minus liabilities; owners' equity or stockholders equity. 
Net cost of purchases (Ob jib) ààl$ Lo): Net purchases plus any freight charges on the purchases. 


Net income (Js! lo): On the income statement, what remains of the gross margin after operating 
expenses are deducted, other revenues and expenses are added or deducted, and income taxes are 


deducted. Referred to as the bottom line. 
Net income (J>) (312): The difference between revenues and expenses when revenues exceed expenses. 


Net income (Js! (3Le): The net increase in stockholders’ equity that results from business operations 
and is accumulated in the Retained Earnings account; revenues less expenses when revenues exceed 


expenses. 
Net loss (3jL47 §lo): The difference between expenses and revenues when expenses exceed revenues. 


Net loss (8j L4 §lo): The net decrease in stockholders' equity that results from business operations when 


expenses exceed revenues. It is accumulated in the Retained Earnings, account. 


Net of taxes (Wil pat! 3Le): Taking into account the effect of applicable taxes (usually income taxes) on an 


item in order to determine the overall effect of the item on the income statement. 


Net profit (eo JI gle): Net profit is the remaining amount after meeting all business expenses against 


revenue. 


Net purchases (Gb Ab! gle): Total purchases less any deductions, such as purchases returns and 


allowances and purchases discounts. 
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Net sales (Glawt| glo): The gross proceeds from sales of merchandise, or gross sales, less sales returns 
and allowances and any discounts allowed. 
Network (Jlail 48%): The linking of two or more microcomputers to enable them to communicate with 
one another. 
Noncash investing and financing transactions (445 yè dyldiwlg äbLgë Ces): Significant investing 
and financing transactions that do not involve an actual cash inflow or outflow but involve only long-term 
assets, long-term liabilities, or stockholders' equity, such as the exchange of a long-term asset for a long- 
term liability or the settlement of a debt by issuing capital stock. 
No-par stock (drow! dowd 99.5 eee): Capital stock that does not have a par value. 
Normal balance (gole 4.0): The usual balance of an account; also the side (debit or credit) that increases 
the account. 
Notes payable (a. (3l; 31): Collective term for promissory notes owed by the entity (maker) who promises 
payment to other entities. 
Notes receivable (yas (3l; 31): Collective term for promissory notes held by the entity to which payment is 
promised) payee). 

-O- 
Objectivity (4s 5292): Impartiality and intellectual honesty. 
Obsolescence (e314): The process of becoming out of date; a contributor, with physical deterioration, to 
the limited useful life of tangible assets. 
Operating activities (4283 dial): Activities undertaken by management in the course of running the 
business. 
Operating activities (4225 dlaz5l): Business activities that involve the cash effects of transactions and 
other events that enter into the determination of net income. 
Operating budget (4243 dijlg0): Management's operating plans as reflected by detailed listings of 
projected selling and general and administrative expenses. 
Operating cycle (4.23 8595): A series of transactions that includes purchases of merchandise inventory 
for cash or on credit, payment for purchases made on credit, sales of merchandise inventory for cash or on 
credit, and collection of cash from the sales. 
Operating cycle (4x43 8,95): The time it takes to sell products and collect for them; average days' 
inventory on hand plus average days' sales uncollected. 
Operating expenses (44243 Cà jlLac): The expenses other than cost of goods sold that are incurred in 
running a business. 
Operating lease (4.245 2): A short-term or cancelable lease in which the risks of ownership lie with 


the lessor, and whose payments are recorded as a rent expense. 
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Ordinary annuity (golge) 143): A series of equal payments made at the end of equal intervals of time, 
with compound interest on the payments. 
Ordinary repairs (ole gla): Expenditures, usually of a recurring nature, that are recorded as current 
period expenses. They are necessary to maintain an asset in good operating condition in order to attain its 
originally intended useful life. 
Other assets (5,21 Ugol) A balance sheet category that may include various types of assets other than 
current assets and property, plant, and equipment. 
Other Current Liabilities Depending on the company, you will see various other current liabilities listed. 
If a business lists "Commercial Paper" or "Bonds Payable" as a current liability, you can be fairly confident 
the amount listed is what will be paid out to the company's bond holders in the short term. 
Other revenues and expenses (5,2) calls å juas): The section of a multistep income statement that 
includes no operating revenues and expenses. 
Outstanding stock (äss eee): Stock that has been issued and is still in circulation. 
Owners' equity (Sls ($542): The residual interest in the assets of a business entity that remains after 
deducting the entity's liabilities. Also called residual equity or, for corporations, stockholders' equity. 

-P- 
Par value (owl 40.3): An arbitrary amount assigned to each share of stock; used to determine the legal 
capital of a corporation. 
Parent company (ei 45,4): An investing company that owns a controlling interest in another company. 
Partnership (¢0la3 á$ 55): A business owned by two or more people that is not incorporated. 
Patent (gl del»): An exclusive right granted by the federal government for a period of 17 years to make 
a particular product or use a specific process. 
Payables turnover (gô) «5979 Cl, 34€): Cost of goods sold plus or minus change in inventory divided 
by average accounts payable. Used to measure relative size of accounts payable. 
Payables turnover (gå) W929 1,0 34e): Number of times on average that accounts payable are paid in 
an accounting period; cost of goods sold plus (or minus) change in merchandise inventory divided by 
average accounts payable. 
Pension fund (scl (oles): A fund established through contributions from an employer (and, sometimes, 
employees) from which payments are made to employees after retirement or on disability or death. 
Pension plan (scl dbs): A contract between a company and its employees under which the company 


agrees to pay benefits to the employees after they retire. 
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Percentage of net sales method (Ct glo dui dis lo): A method of estimating uncollectible accounts 
based on the assumption that a predictable proportion of each dinar of sales will not be collected. 
Performance measures (åz) UU3): Indicators of whether managers are achieving business' goals and 
whether the business activities are well managed. 

Periodic inventory system (559! 321 e): A system for determining inventory on hand by a physical 
count at the end of an accounting period. 

Periodic inventory System (,$59-J! 5,54! eli): This system requires a physical count of goods on hand at 
the end of the period. This system is widely used because it is simple and requires records and 
computations primarily only at the end of the period.. 

Periodicity (à 9.Jl): The recognition that net income for any period less than the life of the business, 
although tentative, is still a useful measure. 

Permanent accounts (4l) SLLusJl): Balance sheet accounts; accounts whose balances can extend past 
the end of an accounting period. Also called real accounts. 

Perpetual inventory system ((52làtl 3,2Jl ls): A system for determining inventory on hand by keeping 
continuous records of the quantity and, usually, the cost of individual items as they are bought and sold. 
Perpetual inventory System (lab! 3,22! alb; )): This system calls for a continuous record of receipt and 
disbursement for every item of inventory. Physical counts of the quantities on hand are usually made at 
least once a year and reconciled to the perpetual records. 

Physical deterioration (ole àb): Limitations on the useful life of a depreciable asset resulting from use 
and from exposure to the elements. 

Physical inventory (ole 3,2): An actual count of all merchandise on hand at the end of an accounting 
period. 

Portfolio (4&àz«): A group of loans or investments designed to average the returns and risks of a creditor 
or investor. 

Post-closing trial balance (Jaso ázzl;e lj): A trial balance prepared at the end of the accounting 
period after all adjusting and closing entries have been posted; a final check on the balance of the ledger to 
ensure that all temporary accounts have zero balances and that total debits equal total credits. 

Posting (J21): The process of transferring the entries from the journal to the ledger is called posting. 


Posting (Ja 5): The process of transferring journal entry information from the journal to the ledger. 
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Preferred stock (3}lico eeu): Stock that has preference over common stock, usually in terms of dividends 


and the distribution of assets. 

Premium (Ja (8393s): The amount by which the issue price of a bond exceeds its face value; occurs when 
the market interest rate is lower than the face interest rate. 

Prepaid expenses (lotic áe5345 Ci Las): Expenses paid in advance that have not yet expired; an asset 
account. 

Prepaid Expenses (lotic ác 934 cês jLas):: The costs of services that have been paid for a expense but not 
used at the end of the accounting period. 


Present value (JU 403): The amount that must be invested now at a given rate of interest to produce a 


given future value. 


Price/earnings (P/E) ratio (J5GJl/ yru) dui): A measure of confidence in a company's future; market 


price per share divided by earnings per share. 


Price/earnings (P/E) ratio (J5GJI/ jzu) dus): Market price per share divided by earnings per share. Used 


as a measure of investor confidence in a company and as a means of comparing values among stocks. 


Production method (gly! ài; b): A method of depreciation that assumes that depreciation is solely the 
result of use and that the passage of time plays no role in the depreciation process; it allocates depreciation 


based on the units of output or use during each period of an asset's useful life. 

Professional ethics (digo (8351): A code of conduct that applies to the practice of a profession. 
Profit (c JI): The amount by which capital increases is called profit. 

Profit (g3): The increase in stockholders' equity that results from business operations. 


Profit and Loss Account (jlusdlg eb JUI Glue): Profit and loss account is the account whereby a 
business determines the net result of his financial transactions. It is the account which reveals the net 


profit (or net loss) of the business. 


Profit margin (gy! yaels): A measure of profitability that shows the percentage of each sales Dinar that 


results in net income; net income divided by net sales. 


Profit margin (eo J| als): Net income divided by net sales. Used to measure the percentage of each 


revenue dinar that contributes to net income. 
Profitability (4.o0)): The ability of a business to earn a satisfactory income. 


Profitability (dou): The ability to earn enough income to attract and hold investment capital. 
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Profitability management (às; 35l5]): The process of achieving a satisfactory gross margin, by setting 
appropriate prices for merchandise and purchasing merchandise at favorable prices and terms, and 
maintaining acceptable levels of operating expenses. 

Program (e): A set of instructions and steps that bring about a desired result in a computer system. 
Programmer (qo 3o): A person who writes instructions for a computer. 

Promissory note (JLS jls 43,9): An unconditional promise to pay a definite sum of money on 
demand or at a future date. 

Promissory note is a written promise to pay a sum of money to a specific person at a particular time in 
the future. 

Property, plant, and equipment (Clin HC «A $de): Tangible long-term assets used in the 
continuing operation of a business. Also called operating assets, fixed assets, tangible assets, long-lived 
assets, or plant assets. 

Proprietor (4S4): A proprietor is a person who introduces capital with the aim of earning profit. 
Purchase method (¢l,iJ! äi b): A method of accounting for parent-subsidiary relationships in which 
similar accounts from separate statements are combined. Used when the investing company owns more 
than 50 percent of a subsidiary. 

Purchase order («Jl i): A form prepared by a company's purchasing department and sent to a vendor; 
it describes the items ordered; their expected price, terms, and shipping date; and other shipping 
instructions. 

Purchase requisition (cl,iJ) Wb): A formal written request for a purchase prepared by the requesting 
department in an organization and sent to the purchasing department. 

Purchases Returns and Allowances (Ologoublg Gb uz! Glogo,0): Represent a reduction in the cost of 
goods purchased for resale. It is a contra account to Purchases and its normal balance is a credit. 
Purchases (bio): A temporary account used under the periodic inventory system to accumulate the 
total cost of all merchandise purchased for resale during an accounting period. 

Purchases Book (Gb fat!) Jeu): All credit purchase of goods is written in this book. Cash purchase of 
goods and credit purchase of assets are not recorded in this book. Other names of purchase book are 
purchase day book, purchase journal, bought journal, inward invoice book etc. 

Purchases discounts (Ob jib! eas): Discounts taken for prompt payment for merchandise purchased for 


resale; the Purchases Discounts account is a contra-purchases account. 
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Purchases Returns and Allowances (Glolwlg Gb x44! Glo90,0): A contra-purchases account used under 
the periodic inventory system to accumulate cash refunds, credits on account, and other allowances made 
by suppliers on merchandise originally purchased for resale. 
Purchases Returns Book (Gb jab! Glogd,0 Jew ) IS USED FOR RECORDING the value of GOODS RETURNED 
TO THE SUPPLIERS. 

-Q- 
Qualitative characteristics (4e 9Jl Yailasd|): Standards for judging the information that accountant give 


to decision makers. 


Quality of earnings (eb JU! des): The substance of earnings and their sustainability into future 
accounting periods. 
Quantity Discounts(4.SJ! gas): Sellers use the quantity discount to encourage buyers to buy more. This 
in turn can help the seller to reduce their own production costs, which can help reduce prices for the 
buyers. Examples of quantity discounts include "buy five for the price of four" and "buy one get one free" 
deals. 
Quick ratio (ås pul Hgt) dius): A ratio for measuring the adequacy of short-term liquid assets; short- 
term liquid assets divided by current liabilities. 
Quick ratio (dss pull dg 4JI dius): The more liquid current assets (cash, marketable securities or short- 
term investments, and receivables) divided by current liabilities. Used as a measure of short-term debt- 
paying ability. 

RS 
Ratio analysis (Ku! Judes): A technique of financial analysis in which meaningful relationships are 
shown between the components of the financial statements. 
Receivable turnover (go! 5l,92): A ratio for measuring the average number of times receivables were 
turned into cash during an accounting period; net sales divided by average net accounts receivable. 
Receivable turnover (eo! (jl)99): Net sales divided by average accounts receivable. Used as a measure of 
the relative size-of a company's accounts receivable and the success of its credit and collection policies; 
shows how many times, on average, receivables were turned into cash during the period. 
Receiving report (ecw! » 33): A form prepared by the receiving department of a company; describes the 
quantity and condition of goods received. 
Recognition (4\ cI): The determination of when a business transaction should be recorded. 
Recognition point (A3lxeV! 44%): The predetermined time at which a transaction should be recorded; 


usually, the point at which title passes to the buyer. 
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Registered bonds (lyo ca»): Bonds for which the names and addresses of bondholders are recorded 


with the issuing organization. 


Relevance (2X4): The qualitative characteristic of information bearing directly on the outcome (dla>) 


of a decision. 

Reliability (&Jss/):; The qualitative characteristic of information being representationally faithful, 
verifiable, and neutral. 

Reporting currency ( » ,àJl dos): The currency in which consolidated financial statements are presented. 
Residual equity (Gol eed): The common stock of a corporation. 

Residual value (Ze åo): The estimated net scrap, salvage, or trade-in value of a tangible asset at the 
estimated date of disposal; also called salvage value or disposal value. 

Restriction on retained earnings (852324 eb JYI Ae Audi): The required or voluntary identification of a 
portion of retained earnings that cannot be used to declare dividends. 

Retail method (252-J] à b): A method of inventory estimation, used in retail merchandising businesses, 
under which inventory at retail value is reduced by the ratio of cost to retail price. 

Retained earnings (8jm4! cb JYI): Stockholders’ claims to assets arising from the earnings of the 
business; the accumulated earnings of a corporation from its inception, minus any losses, dividends, or 
transfers to contributed capital. 

Retained earnings (6532324 cb MI): The equity of the stockholders generated from the income-producing 
activities of the business and kept for use in the business. 

Return on assets (Joe! e J3lJI): A measure of profitability that shows how efficiently a company uses 
its assets to produce income; net income divided by average total assets. 

Return on assets (Ugo! (Ae bl): Net income divided by average total assets. Used to measure the 
amount earned on each dinar of assets invested. A measure of overall earning power, or profitability. 
Return on equity (4514) Boao (Je SLI): A measure of management performance; net income divided by 
average stockholders' equity. 

Return on equity (4X14) ($5à» (Je Sbi: A measure of profitability that relates the amount earned by a 
business to the stockholders' investment in the business; net income divided by average stockholders' 
equity. 

Return on equity (454) ($9à» Je bl: Net income divided by average stockholders' equity. Used to 


measure how much income was earned on each dinar invested by stockholders. 
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Revenue expenditure (4:515 4: Las): Expenditure for repairs, maintenance, or other services needed to 


maintain or operate a plant asset, recorded by a debit to an expense account. 
Revenue Expenditure: An expenditure for ordinary repairs, fuel and use in one financial year. 


Revenue recognition (3/,, VU lel): In accrual accounting, the process of determining when revenue is 


earned. 


Revenues (c5): Increases in stockholders' equity resulting from selling goods, rendering services, or 


performing other business activities. 


Revenues (Ùl) Y1): Increases in stockholders’ equity that result from operating a business. 
Revenues (Jol,,VI): is the inflow of cash or other assets of a business from delivering or producing goods, 
rendering services, or its other principal operations. 
Reversing entry (que Gl 43): A journal entry dated on the first day of a new accounting period that is the 
exact opposite of an adjusting entry made on the last day of the prior accounting period. 

Sis 
Salaries («519 )): Compensation to employees who are paid at a monthly or yearly rate. 


Sales Allowances (lb! Glegeu0) Are reductions in price given to the customer because the 
merchandise does not meet the specifications ordered by the customer, but the customer is willing to 
purchase the merchandise. 

Sales Book (Sleuth! Jeu): All sales of goods are written in this book. Cash sale of goods and credit sale of 
assets are not recorded in this book. Other names of Sales Book are Sales Day Book, Sales Journal, Sold 
book, Outward Invoice Book etc. 

Sales discount (Css. eas): A discount given to a buyer for early payment of a sale made on credit; the 
Sales Discounts account is a contra-revenue account. 

Sales Returns and Allowances (Slo ludilo Gleut! Glo99,0): A contra-revenue account used to accumulate 
cash refunds, credits on account, and other allowances made to customers who have received defective or 
otherwise unsatisfactory products. 

Sales Returns Book (Sledi c5595,9 daw) IS USED FOR RECORDING GOODS RETURNED BY THE 
CUSTOMERS.. This return is called Sales Returns Inwards. 

Sales Returns (Glau! 5159352): Are items purchased by customers, and then returned because they don't 
meet the specifications ordered by the customer; or they arrived late; or the customer received the wrong 
merchandise. 

Secured bonds (di9020 Slaw): Bonds that give the bondholders a pledge of certain assets as a guarantee 


of repayment. 
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Segments (ghä (45,23): Distinct parts of business operations, such as lines of business or classes of 


customer. 


Separate entity (dius 34239): A business that is treated as distinct from its creditors, customers, and 


owners. 
Serial bonds (luluis Oliw): A bond issue with several different maturity dates. 
Share of stock (gale @gw): A unit of ownership in a corporation. 


Short Term and Current Debts (Je VI 85-289 áJglJze qo ): These current liabilities are sometimes 
referred to as notes payable. They are the most important item under current liabilities section of the 
balance sheet and most of the time; they represent the payments on a company's bank loans that are due 


in the next twelve months. 
Short-term investments (Je MI ypa Olisi): Temporary investments of excess cash, intended to be 
held until needed to pay current obligations. Also called marketable securities. 


Short-term liquid assets (Je MI ypa Wl Jgoĵ): Financial assets that arise from cash transactions, the 


investment of cash, and the extension of credit. 


Significant influence (ele St): The ability of an investing company to affect the operating and financial 


policies of another company, even though the investor holds 50 percent or less of the voting stock. 
Simple capital structure(J.4o Slo od |) J$ 2): A capital structure in which there are no stocks, bonds, 


Simple interest (äus 8.58): The interest cost for one or more periods if we assume that the amount on 


which the interest is computed stays the same from period to period. 


Single-step income statement (84219Jl 89la3J] 95 Jew) åS): A form of income statement that arrives at 


income before income taxes in a single step. Also called single-step form. 
Software ( 59 C3gw Uo): The programs in a computer system. 
Sole proprietorship (49,3 à$53): A business owned by one person that is not incorporated. 


Solvent (UI Jie 6). eue): A person who is not able to pay his past and present debts fully from his 


business and personal property is known as solvent. 
Source document (au AX): An invoice, check, receipt, or other document that supports a transaction. 


Source documents (eM) OUI Glaus): The written evidence that supports each accounting transac- 


tion for each major accounting function. 
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Specific identification method (yold! jou! äi Jo): An inventory costing method in which the price of 
inventory is computed by identifying the cost of each item in ending inventory as coming from a specific 
purchase. 

Stated value (ly g pat! doit): A value assigned by the board of directors of a corporation to no-par stock. 
Statement of cash flows (g4iu) 34d) 443): A primary financial statement that shows how a company's 
operating, investing, and financing activities have affected cash during an accounting period. 

Statement of cash flows (gaa! II äl): The financial statement that shows the inflows and outflows 
of cash from operating activities, investing activities, and financing activities over a period of time. 
Statement of retained earnings (852324 eb JYI å): The financial statement that shows the changes in 
retained earnings over a period of time. 

Statement of stockholders' equity (4514) (35à» äl): A financial statement that summarizes changes in 
the components of the stockholders' equity section of the balance sheet; also called statement of changes in 
stockholders equity. 

Stock certificate (equi! dolgé): A document issued to a stockholder indicating the number of shares of 
stock the stockholder owns. 

Stock dividend (gu 4a>): A proportional distribution of shares of a corporation's stock to its 
stockholders. 

Stock option plan (egw! jUx&! pls): An agreement to issue stock to employees according to specified 
terms. 

Stock split (equ! e435): An increase in the number of outstanding shares of stock accompanied by a 
proportionate reduction in the par or stated value. 

Stockholders’ equity (iUt! (3937): The owners’ equity of a corporation, consisting of contributes 
capital and retained earnings. 

Straight-line depreciation(Culw) j6.5VI): is the simplest and most-often-used technique, in which the 
company estimates the salvage value of the asset at the end of the period during which it will be used to 
generate revenues (useful life) and will expense a portion of original cost in equal increments over that 
period. 

Straight-line method (C5UJl ui!) à; b): A method of amortizing bond discounts or premiums that 
allocates the discount or premium equally over each interest period of the life of a bond. 

Straight-line method (Co! Jui!) di jb): A method of depreciation that assumes that depreciation 
depends only on the passage of time and that allocates an equal amount of depreciation to each 


accounting period in an asset's useful life. 
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Subsidiary (4e, 9| dub 45,3): An investee company in which a controlling interest is owned by another 
company. 

Subsidiary books (ésclue Saw): are books of original entry as all transactions are first recorded in these 
books before they are recorded in respective accounts in ledger. These special journals are called 
subsidiary books. Because they are subsidiary to the principal or main books namely ledger. 

Sum-of-years' digits method (gual e ji egoz ài, o): Sum-of-years' digits is a depreciation method that 
results in a more accelerated write-off than straight line, but less than declining-balance method. 

Suspense account ((§lx0 Wlus):-is an account when the trial balance is shown different between debit and 
credit balance that time the suspense account will use temporarily for equal debit and credit balance for 


closing the financial accounts. 
Systems analyst (@43 Jl»): A person who designs a computer system on the basis of an organization's 
information needs. 

sT- 
T account (T p> JS 3 Je olus): The simplest form of an account, used to analyze transactions. 
Tangible assets (&golo Ugcl): Long-term assets that have physical substance. 


Tangible Assets are those assets that have a physical existence. Examples property, plant and equipment, 


land, etc. 


Temporary accounts (4539 UU): Accounts that show the accumulation or revenues and expenses over 
one accounting period; at the end of the accounting period, these account balances are transferred to 


stockholders' equity. Also called nominal accounts. 
Term bonds (A255 Jol GIS cla): Bonds of a bond issue that all mature at the same time. 
Trade credit (gles $U3I): Credit granted to customers by wholesalers or retailers. 


Trade discount (g)led gas): A deduction (usually 30 percent or more) off a list or catalogue price that is 


not recorded in the accounting records. 


Trade discount (gjle5 eas): It is an allowance against the invoice price. It will not be shown in the Books 


of accounts. 


Trade Discount (g led eas): Deduction in price given by the wholesaler/manufacturer to the retailer at 


the list price or catalogue price. 


Trademark (4 jl äle): A registered symbol or brand name that can be used only by its owner to 


identify a product or service. 
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Trading securities (4 jlo (31551): Debt and equity securities bought and held principally for the purpose of 
being sold in the near term. 

Treasury stock (44 55d] e): Capital stock, either common or preferred, that has been issued and 
reacquired by the issuing company but has not been resold or retired. 


Trend analysis (ole3! Jed): A type of horizontal analysis in which percentage changes are calculated for 


several successive years instead of for two years. 
Trial balance (d4s>1,0 (3.0): A comparison of the total of debit and credit balances in the accounts to 
check that they are equal. 

-U- 
Uncollectible accounts (ákase yè Gblus): Accounts receivable owed by customers who cannot or will 
not pay. Also called bad debts. 
Understandability (4.09444!): The qualitative characteristic of information communicating an intended 
meaning. 


Underwriter (ld): An intermediary between the corporation and the investing public who facilitates an 


issue of stock or other securities for a fee. 


Unearned revenues (lotic doliue Olly) Revenues received in advance for which the goods will not be 


delivered or the services performed during the current accounting period. 


Unearned revenues (lotic doliae cl31 51): Revenues received in advance for which the goods have not yet 


been delivered or the services performed; a liability account. 


Units of time depreciation: Units of time depreciation is similar to units of production, and is used for 
depreciation equipment used in mine or natural resource exploration, or cases where the amount the asset 


is used is not linear year to year. 


Units-of-production depreciation method: Under the units-of-production method, useful life of the asset 


is expressed in terms of the total number of units expected to be produced. 


Unsecured bonds (49020 yè Slaw): Bonds issued on the general credit of an organization; also called 


debenture bonds. 


Usefulness (à xàJl ssl): The qualitative characteristic of information being relevant and reliable. 


-VWZ- 
Valuation (äU): The process of assigning a monetary value to a business transaction. 


Vertical analysis (go90e Judes): A technique for analyzing financial statements that uses percentages to 


show the relationships of the different parts to the total in a single statement. 


Wages (5921): Payment for services of employees at an hourly rate. 


296 


Wide area networks (WANS) (dsl 9l lola dähio Kå): Networks of two or more computers in widely 


separated locations. 


Work sheet (Jos 43,9): A type of working paper used as a preliminary step in recording adjusting and 


closing entries and in the preparation of financial statements. 


Working capital (ols!) JUI 4l): A measure of liquidity that shows the net current assets on hand to 


continue business operations; total current assets minus total current liabilities. 


Working papers (Jas 1)9/): Documents used by accountants to organize their work and to support the 


information in the financial statements. 
World Wide Web (ble (as 9 qui): The repository of vast amounts of information on the Internet. 


Zero coupon bonds (8.58 $3.5 cL»): Bonds that do not pay periodic interest but that promise to pay a 


fixed amount on the maturity date. 
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